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Message  to  Members 

By  Lee  Kjelleren,  Executive  Director 


Lee  and  Joan  Kjelleren  at  the  Museum  ’s  Fall  Gala — a private  viewing  of 
The  New-York  Historical  Society’s  Alexander  Hamilton  exhibit. 


One  of  the  joys  of  being  at  the 
Museum  is  meeting  financial  leaders 
such  as  Peter  Peterson,  former  Nixon 
Commerce  Secretary  and  Chairman  of 
the  New  York  Federal  Reserve,  and 
current  Chairman  of  the  Blackstone 
Group  and  the  Council  on  Foreign 
Relations.  Secretary  Peterson  recently 
spoke  at  an  author  lecture  series  we 
co-sponsor  with  the  NYU  Stern 
School  of  Business.  While  the 
Museum  is  non-partisan,  it  is  inter- 
ested in  significant  factual  financial 
commentary.  In  that  spirit,  I am  pass- 
ing on  a few  of  his  remarks  related  to 
his  current  book.  Running  On  Empty 
(Farrar,  Straus  and  Giroux:  2004). 

Our  federal  government’s  debt  oblig- 
ations, current  liabilities  and  unfunded 
fiscal  commitments  now  total  an  unsus- 
tainable $43  trillion  (12  zeros),  which 
would  absorb  almost  90  percent  of  all 
American  families’  estimated  net  worth 
to  pay  off.  It  will  be  impossible  to  grow 
our  way  out  of  this  debt,  as  it  would 
take  real  national  growth  of  over  10 
percent  per  annum  for  the  next  roughly 
75  years.  This  seems  unlikely,  as  even  in 
the  boom  years  of  the  1990s  growth 
averaged  just  3.2  percent. 

Secretary  Peterson  reviewed  prob- 
lems with  our  (1)  huge  budget  deficits 
while  similarly  promoting  tax  cuts,  (2) 
huge  current  account  deficits  in  which 
modern  supply  side  economics  is 
described  as  when  “foreigners  supply 
most  of  the  goods  and  all  of  the 
money,”  (3)  unfunded  pension  and 
health  entitlement  programs,  (4)  exist- 
ing national  debt,  and  (5)  burgeoning 
costs  of  waging  the  war  on  terror  in 
addition  to  national  defense  and 
homeland  security  programs.  He 
explained  how  these  aggregate  obliga- 


tions represent  unsustainable  obliga- 
tions no  great  power  can  risk. 

Within  1 5 years  both  social  security 
and  Medicare,  for  example,  will  be 
pumping  out  far  more  in  benefits  than 
they  collect  in  taxes.  In  2020  their 
deficits  will  approximate  $520  billion 
in  today’s  dollars  and  projected  entitle- 
ment spending,  plus  interest,  will  likely 
exceed  total  federal  revenues  by  2040. 

A record  $666  billion  current 
account  deficit  occurred  in  2004,  up 
22  percent  from  2003,  showing 
starkly  how  we  are  spending  more  on 
importing  foreign  capital  than  our 
means  allow.  The  Secretary  cited  Paul 
Volcker,  former  Federal  Reserve 
Chairman,  who  believes  there  is  at 
least  a 75  percent  chance  of  a major 
dollar  crisis  in  the  exchange  markets 
within  the  next  five  years. 

Secretary  Peterson  said  America 
may  well  be  headed  toward  a finan- 
cial meltdown.  In  January  2004,  the 


IMF  warned  that  the  U.S.  is  careen- 
ing toward  insolvency,  given  the 
huge  and  growing  imbalances  between 
government  obligations  and  reason- 
ably expected  U.S.  taxes.  The  IMF 
said  closing  that  gap  would  require 
an  immediate  permanent  60  percent 
hike  in  the  federal  income  tax  or  a 
50  percent  cut  in  social  security  and 
Medicare  benefits. 

The  Secretary  ended  his  presenta- 
tion asserting  that  reducing  the  budget 
(spending)  is  the  prime  requirement. 
Medicare,  a far  bigger  problem  than 
social  security,  must  be  reformed 
along  with  social  security,  with  benefit 
reduction  unavoidable.  And  taxes  will 
have  to  be  raised,  with  people  under- 
standing that  today’s  tax  cuts  are  in 
reality  only  deferred  tax  increases 
passed  on  to  ourselves  and  our  chil- 
dren. In  order  to  make  any  progress, 
however,  he  feels  the  public  needs  a 
massive  dose  of  truth  telling.  ED 
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Defending  My  Long  Job  Title 

By  Chris  Catanese,  Director  of  Education  and  Financial  Literacy 


Educators  love  buzz  words. 
Financial  literacy  has  become  one  of  the 
hotter  education  terms  in  the  last 
decade.  While  financial  literacy  means 
many  things  to  many  people,  ultimately 
it  can  he  defined  as  the  knowledge 
needed  to  make  smart  choices  in  regard 
to  the  management  and  use  of  money — 
anyone's  use  of  money.  To  a to-vear-old 
that  might  mean  understanding  that  he 
can  buy  a candy  bar  with  his  allowance, 
but  if  he  saves  his  allowance  for  a year, 
he  can  buy  a new  bike.  College  students 
must  learn  to  navigate  the  potentially 
treacherous  landscape  of  credit.  Young 
workers  have  to  start  thinking  about 
investing  and  older  Americans  hope 
they’ve  invested  w isely  so  their  golden 
years  will  in  fact  be  golden.  Young  and 
old  companies,  too,  face  similar  issues 
related  to  investing  and  growth. 

But  it’s  not  only  the  nuts  and  bolts 
of  personal  and  corporate  finance  that 


help  people  and  corporations  handle 
their  money  more  effectively.  History 
also  plays  an  important  part  in  the 
financial  literacy  movement.  Learning 
why  Charles  Dow  created  the  Indus- 
trial Average  tells  us  as  much  about 
investing  today  as  it  did  in  1896.  Peo- 
ple need  information  to  make  sound 
financial  decisions.  Charles  Dow  knew 
that  and  dedicated  his  life  to  making 
information  about  the  capital  markets 
available  to  the  public.  If  a high  school 
student  comes  out  of  a visit  to  the 
Museum  knowing  that  the  Dow  Jones 
Industrial  Average  is  a tool  created  to 
give  them  a clearer  picture  of  the  over- 
all stock  market,  then  we’ve  done  our 
job.  If  a managing  director  of  an 
investment  bank  leaves  the  Museum 
finding  a parallel  between  his  clients 
and  the  diversification,  growth  and 
tenacity  of  the  original  “Dow  Dozen” 
we’ve  also  done  our  job. 


Chris  Catanese,  Director  of  Education 
ami  financial  l iteracy,  teaches  students 
in  the  Museum  gallery. 


But  still,  for  many  Americans,  the 
worlds  of  investing,  savings  and  credit 
can  be  overwhelming  and  intimidating. 
Financial  literacy  can  be  as  simple  as 
opening  the  business  section  of  the 
newspaper  or  opening  your  first 
checking  account.  As  one  successful 
Ik S.  corporation  has  said  in  the  past, 
“Just  do  it.”  HD 


Spring  Event  Series  Begins  with  Peterson  Lecture 


Tm  Museum’s  Spring  2.005  event 
series  commenced  on  March  7 with  a 
lecture  and  book  signing  with  former 
Secretary  of  Commerce  Peter  Peterson 
on  his  latest  book  entitled.  Running 
on  Empty:  How  the  Democratic  and 
Republican  Parties  are  Bankrupting 
Our  Future  and  What  Americans  Can 
Do  About  It.  1 he  event  kicked  off  the 
third  year  of  collaborative  program- 
ming between  the  Museum  and  the 
New  York  University  Stern  School  of 
Business.  The  next  event  in  this  series 
will  be  held  on  April  2.7  with  author 
Niall  Fergusson  on  Colossus:  The  Rise 
and  Fall  of  the  American  Empire. 

Other  author  events  this  Spring 
include  a luncheon  with  journalist  and 


author  James  Grant  on  John  Adams: 
Party  of  One  at  India  1 louse  and  an 
evening  book  talk  and  signing  with 
Peter  Bernstein  on  Wedding  of  the 
Waters:  The  Erie  Canal  and  the  Mak- 
ing of  a Client  Nation  at  the  Wall  Street 
Rising  Downtown  Information  Center. 

Hie  Museum  will  also  offer 
exhibit- themed  programming,  as  a 
“Making  Money”  Family  Day  has 
been  scheduled  for  Saturday,  June  2.5 
from  10  am  to  4 pm  in  the  Museum  at 
z6  Broadway.  U.S.  Secret  Service 
agents  will  show  some  of  the  latest 
counterfeits  and  explain  the  security 
features  in  our  money,  and  Mark 
lomasko  will  offer  ongoing  printing 
demonstrations  on  a 19th  century 


Executive  Director  Lee  Kjelleren  (left) 
with  former  Secretary  of  Commerce 
Peter  Peterson  (center)  and 
NYU  Stern  School  Dean  Thomas  Cooley. 

“spider"  press.  This  free  event  is  ideal 
for  children  and  adults  ages  8 and  up. 

For  information  on  any  of 
the  Museum’s  events,  please 
call  212.-908-4695  or  e-mail 
i n fo@f i n a nc ia  1 h i story. org.  HD 
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Open  Studio  Features  Financial  Fine  Art 

By  Rita  Fabris,  Shop  Manager 


On  March  3,  the  Museum,  in  con- 
junction with  Mike  Rollins  Fine  Art, 
hosted  an  open  studio  reception  in  the 
artist’s  loft  at  105  Bowery,  New  York 
City.  Museum  members  were  treated 
to  interesting  conversation  with  the 
artist  while  viewing  his  latest  finance- 
themed  work.  A portion  of  all  sales 
from  the  show  through  June  1,  2005 
will  be  donated  to  the  Museum. 

Rollins  creates  paintings  that  com- 
bine actual  symbols  from  the  New 
York  Stock  Exchange  to  form  phrases 
based  on  important  economic  history, 
literature,  music  lyrics,  and  well-loved 
expressions.  In  addition  to  being 
historically  accurate,  the  stock  ticker 
paintings  he  creates  are  owned  by 


some  of  the  world’s  greatest  financiers, 
industrialists,  and  business  leaders. 

The  ticker  paintings,  which  are  sold 
in  limited  numbers,  can  be  customized 
to  include  a buyer’s  favorite  phrase, 
symbol,  or  market  conquest- such  as 
a company  that  has  been  bought  or 
sold.  Consequently,  Rollins’  work  is  a 
natural  for  collectors  interested  in 
finance-themed  art,  an  area  in  which 
the  Shop  is  beginning  to  specialize. 

Other  artists  currently  featured  in 
the  Museum  Shop  include  Serghei 
Manoliu,  Kamil  Kubik,  Steven 
Gagnon  and  Ray  Beldner. 

For  a limited  time,  the  Museum  Shop 
will  be  taking  appointments  to  show 
Mike  Rollins’  work  in  his  studio  on  the 


Artist  Mike  Rollins  with  the  Museum’s  Shop 
Manager,  Rita  Fabris,  at  the  Open  Studio  Event. 


Bowery.  Please  call  (212)  908-46x3  or 
email  shop@financialhistory.org  for 
additional  information.  133 


The  Museum  would  like  to  thank  these  members  for  their  generous  recent  gifts : 


Patron  - $10,000+ 

Mr.  George  M.  Jones,  III 
Mr.  Timothy  R.  Schantz 
Dr.  Richard  Sylla 

Sponsor  - Si, 000+ 

Mr.  Theodore  R.  Aronson 
Mr.  Stephen  A.  Cooper 
Mr.  David  N.  Deutsch 
Mr.  Richard  T.  Gregg 
Mr.  John  G.  Layng 
Mr.  John  Morowitz 
Mr.  William  A.  Porter 
Mr.  Walter  Raquet 
Mr.  Lorin  Silverman 
Mr.  D.  Jack  Smith 
Mr.  Jolyon  Stern 
Mr.  Jason  Zweig 

Alexander  Hamilton  Society  - S500+ 

Mr.  Thomas  J.  Asher 

Mr.  Irwin  Bardash 

Mr.  William  Behrens 

Mr.  Rodney  Berens 

Mr.  Bruce  Bent 

Mr.  and  Mrs.  Donald  L.  Calvin 

Mr.  Mark  M.  Carhart 

Mr.  Ben  A.  Indek 

Mr.  George  A.  Johnson 

Ms.  Jessie  M.  Kelly 

Mr.  Thomas  Kennedy 

Mr.  Michael  LaBranche 

Mr.  Thomas  Levis 


Mr.  Donald  Parisi 

Mr.  Joel  Press 

Mr.  Thomas  L.  Reed 

Mr.  Charles  Sarowitz 

Mr.  John  L.  Watson,  III 

Mr.  Stephen  Weiss 

Mr.  Alexander  Wohlgemuth 

Smithsonian  Affiliate  Members  - S150+ 

Mr.  Bill  Abrams 

Mr.  Jonathan  L.  Auerbach 

Mr.  Howard  Baker 

Ms.  Julie  Baker 

Mrs.  Edith  Bartley 

Mrs.  Molly  G.  Bayley 

Mr.  Arnold  Beiles 

Mr.  Richard  A.  Bernstein 

Dr.  and  Mrs.  Gene  Bloch 

Mr.  James  E.  Brucki,  Jr. 

Mr.  Jay  A.  Buckingham 

Mr.  Ron  Chernow 

Mr.  Peter  Ciganik 

Mr.  Patrick  Donohue 

Mr.  and  Mrs.  Steve  Ehrlich 

Mr.  Pat  Ellebracht 

Mr.  and  Mrs.  Dwight  Ellis,  HI 

Mr.  E.  John  Finn 

Mr.  Thomas  Fleming 

Mr.  and  Mrs.  Warren  Hanscom 

Ms.  Diana  Henriques 

Mr.  David  W.  Hunter 

Mr.  Robert  F.  Kluge 

Mr.  and  Mrs.  William  Lease 


Mr.  Kevin  J.  Leahy 

Mrs.  Bobye  List 

Dr.  Alan  S.  Luria 

Mr.  Richard  G.  Mason 

Mr.  Blaise  J.  Masone 

Ms.  Christine  Millen 

Mr.  and  Mrs.  Sanford  J.  Mock 

Ms.  Suzanne  J.  Muntzing 

Mr.  Brian  J.  Nikulski 

Mrs.  Carol  A.  O’Rourke 

Mr.  James  Orazio 

Mr.  Martin  A.  Packouz 

Mr.  Emmett  T.  Pickett 

Mr.  Sanford  Rich 

Mr.  Davis  Riemer 

Mr.  Mark  R.  Shenkman 

Mr.  and  Mrs.  Kevin  Shine 

Mr.  Michael  P.  Smith 

Mr.  Mark  Taff 

Mr.  James  Tobin 

Mr.  Charles  R.  Treuhold 

Mr.  Brian  F.  Trumbore 

Mr.  and  Mrs.  Harvey  Wacht 

Mr.  Jordan  Wright 

Ms.  Edith  Wulach 

Mr.  David  Y.  Zhao 

The  Museum  thanks  all  contributors  for 
their  continued  support.  To  learn  how  you 
or  your  organization  can  participate  in  the 
Museum’s  program,  educational,  and  service 
mission,  please  call  2.12.-908-4604. 
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Dow  and  Counterfeiting 
Exhibitions  Open  at  Museum 


By  Kristin  Aguilera , Communications 

On  February  t,  the  Museum  opened 
two  new  exhibitions— “Survival  of  the 
Fittest:  The  Evolution  of  the  Dow  Jones 
Industrial  Average"  and  “Making 
Money:  Bank  Note  Engraving  and  the 
Fight  Against  Counterfeiting. 

“Survival  of  the  Fittest  is  an 
exhibition  on  the  role  the  original  1 2 
Dow  Jones  Industrial  Average  com- 
panies played  in  the  development  ot 
the  U.S.  economy.  It  is  based  on  the 
article  entitled  “Still  They  Ride” 
published  in  the  Winter  1004  issue 
of  Financial  History,  and  it  is  guest 
curated  by  the  author  of  that  article, 
Gregory  DE  Morris. 

“Survival  of  the  Fittest”  traces  the 
history  of  The  Dow  from  its  founding 
in  1 X96  to  the  present  and  educates 
visitors  about  what  the  index  is  and 
how  to  interpret  it  to  make  educated 
investment  decisions.  It  features 
products,  advertisements,  photographs, 
documents,  and  historical  anecdotes 
from  the  original  “Dow  Dozen”  com- 
panies and  their  extant  successors,  as 
well  as  objects  from  Dow  Jones  & 
Company  which  have  never  before  been 
publicly  displayed. 

The  Museum’s  other  new  show, 
“Making  Money,"  is  an  exhibition  on 
the  security  features  in  currency  from 
Colonial  notes  to  today’s  modern 
money.  It  features  counterfeit  notes 
alongside  their  genuine  counterparts 
and  includes  examples  of  fake,  altered, 
and  “raised”  notes  (i.e.  $5  changed  to 
$50),  as  well  as  beautifully  engraved 
bank  notes,  stock  certificates,  travelers 
checks,  and  uncut  sheets  of  currency 
from  the  collection  of  Mark  D. 
Tomasko,  the  Museum’s  honorary 
curator  of  engraving. 


Director 


“ Survival  of  the  Fittest"  exhibit. 


Syhille  Reit c.  Global  Head  of  Public  Relations 
for  Dote  Jones  Indexes,  with  Cordon  Croritz. 

Dow  /ones  C'  Company's  Senior  Vice 
President  for  Fdectronic  Publishing,  at  the 
opening  of  the  Dote  exhibit. 

Videos  and  periodic  printing  demon- 
strations on  a 19th  century  “spider" 
press  bring  the  process  of  making 
money  to  life,  and  visitors  can  observe 
the  security  features  of  the  new  currency 
through  ultraviolet  lights,  magnifying 
glasses,  and  an  interactive  computer 
kiosk.  Agents  from  the  U.S.  Secret  Ser- 
vice participated  in  the  exhibit’s  opening 
reception  on  February  2 } by  showing 
some  of  the  latest  counterfeits  and 
speaking  about  the  government’s  cur- 
rent strategy  to  combat  counterfeiting. 

“Making  Money”  is  sponsored  by 
Northern  Trust  and  is  presented  in 
collaboration  with  the  U.S.  Secret 
Service,  the  U.S.  Department  of  the 


Gregor y Dl.  Moms,  guest  curator  of  "Surrwal 
of  the  Fittest."  speaks  at  the  exhibition  opening. 


Mark  Tomasko.  the  Museum's  Honorary  Curator 
of  Fngraring.  speaks  about  tire  "Making  Money' 
exhibition  at  the  opening  reception. 


Museum  member  Peter  Ciganik  views  the 
"Making  Money"  exhibition. 


Treasury,  and  the  Bureau  of  Engraving 
and  Printing. 

“Survival  of  the  Fittest”  and  “Mak- 
ing Money”  will  be  on  display 
through  July  30,  2005.  The  Museum 
is  open  Tuesday  through  Saturday, 
from  10  am  to  4 pm.  Ha 
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The  Flu  Pandemic,  the  Flow  of  Information, 
and  the  Financial  Markets  of  1918 

“I  tell  you,  they  must  come  for  her  now,  or  I'll  put  her  on  the  sidewalk... I tell  you, 
this  is  a plague,  a plague,  my  God,  and  I’ue  got  a household  of  people  to  think  about l”1 

By  Dan  Cooper  and  Brian  Grinder 


Great  Grandfather  Ploesser,  a 
German  immigrant  to  the  United 
States,  was  so  outraged  with  the  Wil- 
son administration  for  cutting  off  Ger- 
man newspapers  to  the  U.S.  during 
World  War  I that  he  threatened  the  life 
of  the  President.  Under  the  war-time 
Espionage  and  Sedition  Acts,  he  was 
in  a great  deal  of  trouble  and  would 
have  faced  prosecution  for  his  out- 
bursts. But  before  the  government 
could  take  action,  he  died  of  the  flu. 

Woodrow  Wilson  was  incredibly 
successful  at  controlling  information 
during  World  War  I.  One  of  the  unin- 
tended consequences  of  this,  according 
to  historian  John  M.  Barry,  was  that 
“the  nation  became  a tinder  box  for  epi- 
demic disease...”  The  Spanish  influenza 
pandemic,  which  devastated  much  of 
the  world  in  1918,  was  so  named 
because  Spain  was  a neutral  country 
where  the  press  was  not  censored. 
Thus,  when  this  particular  strain  of 
influenza  hit  Spain,  it  was  widely 
reported.  Newspapers  in  the  U.S., 
Britain,  France  and  Germany,  on  the 
other  hand,  did  not  wish  to  report  any- 
thing that  might  hurt  morale  and  were 
reluctant  to  report  on  the  outbreak.2  As 
a result,  when  influenza  began  to  show 
up  in  U.S.  military  camps  in  early  1918, 
very  little  was  done  to  contain  it,  and  it 
began  to  spread  quickly  around  the 
world.  When  the  disease  reappeared  in 
the  U.S.  in  the  fall  of  1918,  it  had  devel- 
oped into  a virulent  killer  that  was  espe- 
cially devastating  to  young  adults. 

During  the  month  of  September,  the 
disease  killed  about  700  people  in  the 
Boston  area.  In  America’s  Forgotten 


Pandemic,  author  Alfred  W.  Crosby 
tells  of  a new  jump  rope  rhyme  used 
by  New  England  school  children  at 
recess  during  this  time: 

I had  a little  bird 

And  its  name  was  Enza. 

I opened  the  window 

And  in-flew-Enza 

But  the  deaths  in  Massachusetts 
would  pale  in  comparison  to  what  was 
about  to  happen  in  Philadelphia 
where,  Crosby  writes,  “Within  the 
coming  month,  700  would  die  in 
Philadelphia  in  a single  day.”  Barry 
relates  the  terrible  suffering  in 
Philadelphia  where  during  the  week  of 
October  16,  the  worst  week  of  the  epi- 
demic, over  4,500  died  from  either  the 
flu  or  flu-related  pneumonia.  The  city 
soon  ran  out  of  coffins,  and  bodies 
quickly  piled  up.  In  some  houses,  since 
there  was  no  one  well  enough  to  deal 


with  the  dead,  corpses  simply  lay  for 
several  days  in  the  places  where  they 
had  expired.  A corrupt  city  govern- 
ment, war-time  censorship,  and  a lack 
of  coordination  between  health  care 
providers  and  volunteers  combined  to 
assure  that  Philadelphia  would  be 
hardest  hit  during  the  1918  pandemic. 

New  York  City  was  one  of  the  first 
cities  to  be  hit  by  the  second  wave  of 
influenza  in  the  fall  of  1918,  but  its 
mortality  rate  was  lower  than  any  other 
major  East  Coast  city.3  Nevertheless, 
the  city  was  not  unaffected  by  the  epi- 
demic as  evidenced  by  a New  York 
Telephone  advertisement  that  ran  in 
The  New  York  Times  for  several  days 
in  October  urging  customers  to  restrict 
their  telephone  use  because  “SPANISH 
INFLUENZA  has  made  such  serious 
inroads  in  our  operating  force  that  the 
only  way  the  situation  can  be  met  is  by 
prompt  and  widespread  restriction  of 


Dow  Jones  Industrial  Average 

1918  Market  4th  Quarter  1918  Armistice 
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telephone  calling." 4 Barry’s  hook.  The 
Great  Influenza,  contains  a picture  of 
masked  New  York  City  workers  sweep- 
ing the  streets  with  a caption  that 
points  to  "the  absence  of  traffic  on  the 
street  and  pedestrians  on  the  sidewalk.” 
It  appears  that  the  flu  all  but  shut  the 
city  down. 

The  New  York  Stock  Exchange 
(NYSE),  however,  never  closed 
because  of  the  influenza  outbreak. 5 
The  stock  market,  seemingly  unfazed 
bv  the  disease,  reached  its  high  for  the 
year  (as  measured  by  the  Dow)  in  mid- 
October  during  the  height  of  the  tin 
outbreak  in  Philadelphia.  There  was 
also  a spike  in  the  Dow  in  November 
just  prior  to  the  signing  of  the 
Armistice  that  ended  World  War  1. 
The  Dow  ended  up  10.5  percent  for 
the  year  and  then  experienced  a nice 
30  percent  post-war  rally  in  1919. 

Why  didn't  the  markets  react  to  this 
devastating  pandemic?  Of  course,  the 
life  insurance  industry  was  dealt  a harsh 
blow  by  the  epidemic,  but  most  of  these 
companies  were  not  publicly  traded  at 
the  time.  According  to  Crosby,  “The 
pandemic  of  Spanish  Influenza  obliged 
37  out  of  48  life  insurance  companies  in 
the  United  States  to  omit  or  at  least 
reduce  their  dividends.6  The  number  of 
death  claims  made  against  the  Equitable 
Life  Insurance  Society  of  the  United 
States  in  the  week  of  October  30,  1918 
was  745  percent  higher  than  the  num- 
ber made  in  the  equivalent  week  of 
1917.  Between  October  1,  1918  and 
June  30,  1919,  Metropolitan  Life  Insur- 
ance Company  handled  68,000  death 
claims,  amounting  in  total  to  $24  mil- 
lion more  in  claims  than  the  actuaries 
had  expected.”  On  the  positive  side,  the 
influenza  pandemic  led  to  a greater 
interest  in  life  insurance.  In  1919,  an 
Equitable  Life  Assurance  official  wrote: 
"The  influenza  last  year  took  away  an 
enormous  amount  of  insurable  lives 
between  the  ages  of  25  and  35,  and  the 
war  took  millions  of  the  boys  across  the 


sea,  but  in  spite  of  those  cases,  the  com- 
panies have  been  writing  new  insurance 
policies  on  an  unprecedented  scale, 
without  making  any  drive  to  get  it.' 

Barry  identifies  the  transportation 
industry  as  especially  hard  hit,  noting 
that  about  3,800  employees  of  the 
Pennsylvania  Railroad  were  unable  to 
report  to  work  because  of  the  flu.  He 
also  notes  that  the  Baltimore  and 
Ohio  Railroad  was  forced  to  establish 
emergency  hospitals  for  its  employees. 
According  to  Barry,  "The  entire  trans- 
portation system  for  the  mid-Atlantic 
region  staggered  and  trembled, 
putting  in  jeopardy  most  of  the 


nation’s  industrial  output.”  Yet  if  we 
examine  the  stock  prices  of  these  two 
railroads  during  the  fourth  quarter  of 
1918,  there  appears  to  be  no  reaction 
to  the  problems  caused  by  the  flu  out- 
break. In  fact,  Pennsylvania  Railroad 
common  stock  experienced  a gain  at 
the  very  time  the  epidemic  was  peak- 
ing in  Philadelphia!  The  Baltimore 
and  Ohio’s  stock  price  was  also  on  the 
rise  at  this  time.  Evidently,  the  bad 
news  never  reached  Wall  Street. 

Financial  markets  are  fueled  primar- 
ily by  the  exchange  of  information.  In 
an  efficient  market,  stock  prices  react 
quickly  once  information  has  been 


Pennsylvania  Railroad 
4th  Quarter  1918 


Baltimore  & Ohio  Railroad 
4th  Quarter  1918 
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received.  However,  when  the  U.S. 
entered  World  War  I,  the  federal  gov- 
ernment took  control  of  the  means  of 
production  and  actively  censored  infor- 
mation. In  this  environment,  financial 
markets  were  simply  unable  to  compre- 
hend the  seriousness  of  the  situation.  A 
November  5 Times  editorial  noted, 
“Perhaps  the  most  notable  peculiarity 
of  the  influenza  epidemic  is  the  fact  that 
it  has  been  attended  by  no  trace  of  panic 
or  even  of  excitement.”  The  only  place 
in  the  New  York  Times  that  consistently 
mentioned  the  Spanish  flu  was  the 
advertisements.  A November  7 ad  for 
Gude’s  Pepto-Mangan  “The  Red  Blood 
Builder”  claimed  that  Pepto-Mangan 
was  “of  great  value  in  the  prevention  of 
Spanish  Influenza”  and  could  be  used  to 
regain  health  after  a bout  of  the  flu. 7 
This  and  other  ads  like  it  were  found 
every  day  in  the  major  newspapers,  but 
influenza  merited  little  attention  as  a 
news  item.  Voluntary  press  censorship, 
which  was  partly  to  blame  for  the  lack 
of  influenza  coverage,  ended  in  mid- 
November  after  the  Armistice  was 
signed,  but  by  then,  the  worst  of  the 
plague  had  passed. 

Another  reason  for  the  market’s 
lack  of  response  was  the  fact  that  news 
of  the  war  simply  overwhelmed 
influenza  news.  The  occasional 
influenza  report,  which  was  usually 
buried  in  the  back  pages  of  the  news- 
paper, simply  couldn’t  compete  with 
the  daily  barrage  of  news  from  the 
front.  With  each  passing  day,  it  became 
more  apparent  that  the  war  was  com- 
ing to  an  end.  Blaring  front  page  head- 
lines were  practically  always  war 
related,  and  every  edition  of  The  New 
York  Times  carried  casualty  reports 
listed  by  state.  Influenza  was  seen  as 
something  to  be  “borne  as  bravely  as 
the  risks  of  battle  are  endured  by  our 
fighting  men  abroad.”8 

The  wartime  propaganda  machine 
also  helped  to  downplay  the  serious 


nature  of  the  Spanish  flu.  It  was  widely- 
reported  that  Spanish  influenza  “prob- 
ably originated  in  the  ranks  of  the  Ger- 
man Army  and  in  prison  camps. ”9 
Others  theorized  that  the  Germans 
were  engaging  in  germ  warfare  and  had 
brought  the  disease  to  the  U.S.  on  U- 
boats.  Government  officials,  nonethe- 
less, tried  to  reassure  the  public  that  the 
disease  was  not  “alarming”  and  that  it 
could  be  easily  prevented  by  remem- 
bering the  Three  C’s:  Clean  Mouths, 
Clean  Skin,  and  Clean  Clothes. 
Throughout  the  ordeal,  one  consistent 
misleading  theme  was  sounded  by  fed- 
eral, state,  and  local  officials:  the  dis- 
ease is  under  control  and  the  worst  of 
the  scourge  has  passed. 

Three  other  factors  may  also  have 
had  some  bearing  on  how  the  financial 
markets  reacted  to  the  influenza  out- 
break. (1)  At  the  beginning  of  the  war, 
the  NYSE  had  been  closed  for  six 
months.  In  hindsight,  this  had  been  a 
mistake  as  money  flowed  from  war 
ravaged  Europe  to  the  safe  haven  of 
the  U.S.  This  experience  may  have 
caused  exchange  officials  to  be  very 
reluctant  to  close  the  exchange  because 
of  the  flu.10  (2)  In  the  U.S.,  epidemics 
and  pandemics  were  more  common  in 
the  early  part  of  the  20th  century  than 
they  are  today.  Epidemics  of  cholera, 
yellow  fever,  and  influenza  were  simply 
a part  of  life.  (3)  Young  people  were 
especially  hard  hit  by  the  Spanish  flu. 
Crosby  writes:  “If  the  pandemic  had 
killed  one  or  more  really  famous  fig- 
ures of  the  nation  or  world  it  would 
have  been  remembered.  But  the  flu  did- 
n’t knock  off  Woodrow  Wilson  or  any- 
one near  his  stature  because  our  soci- 
ety is  so  constituted  that  individuals 
rarely  become  really  powerful  and 
famous  until  after  the  age  of  40.  Span- 
ish influenza  characteristically  killed 
young  adults...  It  killed  the  daughter 
of  General  Edwards...  but  not  the 
General.  It  killed  a daughter  and  son  of 


Senator  Albert  Fall,  but  not  the  Sena- 
tor. It  killed  the  daughter  of  Samuel 
Gompers,  President  of  the  American 
Federation  of  Labor,  but  left  America’s 
most  powerful  labor  leader  alive.” 

Analysis  of  the  market’s  reaction  (or 
lack  thereof)  to  the  influenza  pandemic 
of  1918  can  tell  us  a great  deal  about 
how  financial  markets  respond  to  infor- 
mation. First,  it  is  always  important  to 
understand  the  context  of  information. 
Had  the  flu  outbreak  occurred  in  peace- 
time, it  may  well  have  caused  a greater 
financial  stir.  This  is  also  true  of  infor- 
mation about  individual  companies  or 
industries.  Sometimes  the  best/worst 
news  can  simply  be  swallowed  up  by 
larger  macroeconomic  events.  Second, 
sometimes  pandemics  or  other  disasters 
can  have  great  social  consequences  but 
minimal  economic  consequences.  Case 
in  point  - last  December’s  catastrophic 
tsunami.  Third,  the  role  of  governments 
and  institutions  in  creating  an  environ- 
ment where  information  flows  freely  is 
crucial  to  the  maintenance  of  efficient 
markets.  Finally,  information  is  often 
subject  to  misinterpretation.  It  is  possi- 
ble that  the  financial  markets  of  1918 
had  enough  information  to  accurately 
assess  the  damage  caused  by  the  Span- 
ish flu  but  underreacted.  On  the  other 
hand,  it  could  be  that  historians  and 
writers  looking  back  at  the  events  of 
1918  have  misinterpreted  the  data  and 
overreacted. 

If  the  flu  had  killed  a major  Wall 
Street  banker...,  but  since  it  didn’t,  it 
passed,  largely  forgotten,  into  the 
annals  of  financial  history.  Great 
Grandfather  Ploesser  also  passed  into 
history  largely  forgotten;  killed  by  a 
disease  that  would  share  his  fate. 1 1 113 

Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies.  Brian 
Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
o/  Financial  History’s  editorial  board. 


Financial  History  ~ Spring  Z005 


10 


WWW.PINANCIALIIISTORY.ORG 


Sources 

Barry,  John  M.,  The  Great  Influenza:  The 
Epic  Story  of  the  Deadliest  Plague  in 
History ; New  York:  Penguin  Group, 
2004. 

Buley,  R.  Carlyle,  The  Equitable  Life 
Assurance  Company  of  the  United 
States:  1859-1964,  vol.  2,  Meredith 
Publishing  Company,  1967. 

Crosby,  Alfred  W.,  America's  Forgotten 
Pandemic:  The  Influenza  of  1918,  2nd 
ed.,  Cambridge  University  Press,  2003. 

Glide’s  Pepto-Mangan  Advertisement,  The 
New  York  Times,  November  7,  1918, 
p.  10. 

"Influenza  Up  In  City:  Increase  of  614 
New  Cases  Reported  over  Previous 
Day,”  The  New  York  Times,  November 
8,  1918,  p.  15. 

Keegan,  John,  The  First  World  War,  New 
York:  Random  House,  1998. 

Levin,  Phylliss  Lee,  Edith  and  Woodrow: 
The  Wilson  White  House,  Simon  N 
Schuster , 2001. 


"Pershing  Reports  1,215  More  Casualties, 
Bringing  the  Total  lip  to  68,306,  7 he 
New  York  Times,  November  6,  1919, 
P-6. 

Porter  , Katherine  Anne,  Pale  Horse,  Pale 
Rider:  Three  Short  Novels,  New  fork: 
Harcourt,  Brace,  Jovanovich,  1990. 

“Showing  the  Courage  of  Soldiers,”  The 
New  York  Times,  November  5,  1918, 
P-12. 

Notes 

i See  page  183  of  Pale  Horse,  Pale  Rider. 

i Interestingly,  Barry  traces  the  origins  of 
the  disease  to  western  Kansas. 

3 Barry  reports  a total  death  count  of 
33,000  for  New  York  City  but  believes 
that  figure  is  understated. 

4 See  for  instance  page  1 1 of  the  October 
21,  19|9  edition  of  The  New  York  Times. 

5 According  the  NYSE  website,  the 
exchange  closed  on  September  12  for 
Draft  Registration  Day,  on  November  7 
it  closed  at  2:20  p.m.  because  of  a false 
armistice  report,  and  on  November  1 1 
it  closed  for  the  signing  of  the 


Armistice.  The  Boston  Stock  Exchange 
closed  for  a single  Saturday  session 
because  of  the  flu  outbreak. 

6 These  were  dividends  paid  to  policy- 
holders. 

7 A November  6 New  York  Times  ad  for 
Lysol  Disinfectant  claimed  “Spanish 
Influenza  runs  riot  when  the  sickroom 
is  not  thoroughly  disinfected.” 

8 See  editorial  in  the  November  5,  1918 
New  York  Times,  p.  12. 

9 See  “Spanish”  Influenza  ad  in  the  Octo- 
ber 2,  1918  New  York  Times,  p.  10. 

10  However,  had  New  York  been  hit  as 
hard  as  Philadelphia,  the  exchange 
would  have  probably  been  shut  down 
for  a few  days  at  least. 

1 1 When  1 (Brian)  spoke  to  my  father  about 
his  Grandfather  Ploesser  for  this  article, 
he  told  me  that  he  had  never  heard  the 
story  of  his  grandfather's  death — my  late 
grandmother  told  it  to  me  several  years 
ago.  I was  hoping  Dad  could  tell  me 
Great  Grandfather  Ploesser’s  first  name, 
but  he  didn’t  know  it.  Like  many  fami- 
lies in  the  Western  United  States,  ours 
has  lost  touch  with  its  roots. 
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of  the  GLASS-STEAGALL  ACT 


By  Scott  B.  MacDonald 

On  November  12,  1999,  President 
Bill  Clinton  signed  into  law  the 
Gramm-Leach-Bliley  Financial  Services 
Modernization  Act,  under  which  the 
Glass-Steagall  Act,  that  defined  U.S. 
banking  since  1933,  was  repealed.  In 
the  headquarters  of  the  major  U.S. 
banks  there  was  a collective  sigh  of 
relief  that  they  would  now  be  able  to 
compete  by  offering  the  same  financial 
services  as  their  international  competi- 
tors and  non-bank  institutions,  such  as 
brokerages  and  insurance  companies. 

The  demise  of  Glass-Steagall,  how- 
ever, was  a source  of  concern  for  those 
elements  of  the  U.S.  political  spectrum 
that  maintained  mistrust  for  any 
implied  concentration  of  financial 
power.  Along  these  lines,  the  Glass- 
Steagall  Act  was  a symbol  of  popular 
retribution  vis-a-vis  the  sins  of  greedy 
bankers,  who  caused  the  Great  Depres- 
sion and  if  not  properly  policed  could 
put  the  U.S.  back  down  that  track. 

The  reality  in  1999  was  that  Glass- 
Steagall  had  already  been  watered  down 
as  the  major  banks  were  allowed,  under 
well-defined  circumstances  and  with 
adequate  capitalization,  to  cross  from 
commercial  banking  into  investment 


banking.  Symbols,  however,  are  hard  to 
let  go  and  in  the  scandal-plagued  2001- 
2002  stock  market  decline,  there  were 
occasional  calls  for  its  reinstatement. 

There  were  three  major  compo- 
nents of  the  Glass-Steagall  Act,  also 
known  as  the  Bank  Act  of  1933: 

1.  Commercial  banks  were  restricted 
from  engaging  in  most  investment 
banking  (i.e.  underwriting  and  the 
buying/selling  of  securities); 

2.  Investment  banks  were  prohibited 
from  engaging  in  any  commercial 
banking  activities  (taking  deposits 
and  making  loans); 

3.  The  Federal  Deposit  Insurance  Cor- 
poration (FDIC)  was  established  to 
preserve  and  promote  public  confi- 
dence in  the  U.S.  financial  system 
by  insuring  deposits  at  banks  and 
thrift  institutions. 

The  Glass-Steagall  Act  must  be  seen 
through  the  lens  of  American  history. 
Throughout  most  of  the  Gilded  Age 
(1880-1910),  Wall  Street  and  banking 
were  tied  to  the  ups  and  downs  of  U.S. 
economic  trends  and  the  activities  of  the 
new  class  of  large  industrial  owners, 
most  of  whom  were  actively  engaged  in 
ongoing  struggles  to  dominate  a partic- 
ular sector  of  business. 


At  the  same  time  that  U.S.  industry 
underwent  the  process  of  centralization, 
the  U.S.  banking  system  had  weak 
foundations.  Even  with  the  creation  of 
the  Federal  Reserve  System  in  19 12-13, 
the  bank  regulatory  environment  was 
weak  and  highly  fragmented.  This 
meant  it  was  easy  to  obtain  a banking 
license  without  adequate  capitalization. 
In  addition,  a business  could  be  doing 
everything  from  taking  deposits  and 
providing  loans  to  underwriting  securi- 
ties, as  well  as  buying  and  selling  stocks 
and  bonds.  In  theory,  commercial  banks 
were  prohibited  from  dealing  directly  in 
securities,  except  under  an  affiliated 
arm.  This  was  frequently  abused.  Con- 
sequently, the  U.S.  banking  system  was 
two-tiered,  with  a dominant  core  of 
major  banks  at  the  top,  heavily  involved 
in  big  business  and  critical  to  the  devel- 
opment of  the  U.S.  industrial  economy 
by  their  providing  functioning  capital 
markets. 

There  was  a second  tier  of  banks 
that  were  less  essential,  but  far  more 
numerous  and  spread  across  the 
country.  A large  number  of  these 
failed  on  a regular  basis.  In  David 
Kennedy’s  Freedom  from  Fear , he 
notes  that  Senator  Carter  Glass,  one 
of  the  more  outspoken  critics  of 
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banks  in  Washington,  denounced  the 
hanks  as  no  more  than  “pawn 
shops,”  often  run  by  “little  corner 
grocery-men  calling  themselves 
bankers  — and  all  they  know  is  how 
to  shave  a note.” 

The  bottom  line  on  the  overall 
American  banking  system  was  that  the 
overwhelming  majority  of  banks  were 
solitary  institutions  that  could  look  only 
to  their  own  resources  in  the  event  of  a 
panic.  And  many  of  them  were  closely 
tied  to  the  local  economy,  invariably 
suffering  the  ups  and  downs  of  the  local 
community.  In  the  large  agricultural 
hinterland,  this  meant  that  the  farmer 
loomed  large  to  bank  profits  in  good 
times  and  survival  in  difficult  times. 
This  was  a sharp  contrast  to  many  of 
the  New  York  banks  that  were  often 
linked  to  the  ups  and  downs  of  Wall 
Street.  However,  when  problems 
afflicted  the  major  banks  and  money 
supply  dried  up,  it  was  the  smaller 
banks  that  felt  the  pinch. 

Banks  figured  prominently  in  the 
U.S.  financial  boom  prior  to  1929.  As 
the  stock  market  gained  momentum  in 
1927  and  1928,  banks  were  active  in 
providing  capital  to  the  speculative 
binge.  One  factor  that  fueled  the  bull 


market  was  the  practice  of  many  spec- 
ulators buying  stocks  with  loaned 
money  and  then  using  these  stocks  as 
collateral  for  buying  more  stocks. 

Brokers'  loans  went  from  $5  million 
in  mid- 1 928  to  $850  million  in  Sep- 
tember 1929.  Consequently,  when  the 
stock  market  crashed  in  October,  many 
of  those  who  had  borrowed  money  on 
the  premise  that  the  market  would  go 
up  found  themselves  heavily  in  debt 
and  unable  to  pay.  This  resulted  in  a 
situation  in  which  a number  of  banks 
then  turned  to  the  money  of  the  depos- 
itors to  cover  the  differences  with  the 
other  brokers.  In  a sense,  problems  in 
the  securities  side  of  the  business 
spread  like  a fire  into  the  commercial 
side  of  the  business.  This  did  little  to 
instill  faith  in  the  banking  system  and 
soon  caused  many  banks  to  fail. 

Although  there  were  many  other 
factors  that  contributed  to  the  Crash 
of  1929,  many  Americans  regarded 
the  banks  as  the  chief  culprits.  This 
was  only  reinforced  by  the  escala- 
tion of  bank  failures  that  rocked  the 
U.S.  in  the  next  three  years,  leaving 
much  of  the  country  in  worsened 
straits.  In  1929,  there  were  close  to 
25,000  banks.  By  year-end  1953, 


there  were  roughly  1 5,000  and  the 
health  of  many  of  these  institutions 
was  questionable.  Indeed,  the  banking 
system  hit  its  low  point  in  early  193  3-' 
forcing  the  newly  inaugurated 
Franklin  Delano  Roosevelt  to  declare 
a bank  holiday  from  March  6—13  to 
stop  the  crisis. 

In  early  1933,  the  combination  of  a 
deep  and  painful  economic  crisis,  public 
anger  over  the  role  of  banks,  and  the 
dysfunctional  nature  of  the  banking 
system  made  for  a legislative  environ- 
ment in  Washington,  DC  that  was 
geared  for  reform.  What  helped  focus 
national  attention  on  the  issue  was  the 
Senate  Banking  Committee  on  Banking 
and  Currency’s  Stock  Exchange  Prac- 
tice Hearings  under  Ferdinand  Pecora. 
In  particular,  the  testimony  of  National 
City  Bank’s  (NCB)  president,  Charles 
Mitchell,  left  much  of  the  American 
public  furious.  While  Mitchell  had 
converted  NCB  into  a modern  retail 
organization  with  a global  reach,  he 
showed  a blatant  disregard  for  the 
investing  public. 

Under  questioning  from  Pecora, 
Mitchell  revealed  that  he  worked  with 
Cuban  President  Gerado  Macado  to 
unload  $31  million  in  worthless 
Cuban  sugar  loans  via  a dummy  com- 
pany (the  General  Sugar  Corporation), 
had  dumped  $90  million  of  Peruvian 
government  bonds  on  investors 
knowing  that  the  bonds  were  of  ques- 
tionable value,  and  was  involved  in  a 
number  of  insider  trading  operations 
and  pool  manipulations  of  Anaconda 
Copper  subsidiaries. 

Another  voice  at  the  hearings  was 
Albert  Wiggins,  the  president  of  Chase 
National  Bank,  who  also  indulged  in 
questionable  practices.  As  historian 
Charles  Morris  later  commented  in  his 
Money,  Greed , and  Risk:  “The 
Mitchells  (and)  Wiggins...  of  the  world, 
even  if  they  had  done  nothing  actually 
criminal,  had  treated  their  own  stock- 
holders and  the  investing  public  as  so 
many  sheep  to  be  fleeced  by  whatever 
means  the  ingenuity  of  accountants  and 
lawyers  could  devise.” 
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Qondensed  Statement  of  Qondition 

December  31,  1925 


THE  NATIONAL  CITY  BANK 
OF  NEW  YORK 

including 

Domestic  and  Foreign  Offices 


HEAD  OFFICE:  55  WALL  STREET,  NEW  YORK,  U.  S.  A. 


Statement  of  Condition  from  The  National  City  Bank  (NCB)  of  New  York , 
December  31,  1923.  The  testimony  of  NCB  President  Charles  Mitchell  at  the 
Pecora  hearings  in  1933  contributed  to  the  passing  of  the  Glass-Steagall  Act. 
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These  statements  from  the  Chase  Securities 
Corporation  and  the  Chase  National  Bank 
were  published  in  1925 — eight  years  before  the 
Glass-Steagall  Act  prohibited  investment  banks 
from  engaging  in  commercial  banking  activities. 


The  leaders  of  banking  reform  were 
Senator  Carter  Glass  (D-VA;  1858- 
1946),  the  75-year-old  chairman  of 
the  Senate  Banking  and  Currency 
Committee  and  his  House  counter- 
part, farm-bloc  Representative  Henry 
Bascom  Steagall  (D-AL;  1873-1943). 
Glass  was  a major  force  behind  the 
establishment  of  the  Federal  Reserve 
and  had  served  as  treasury  secretary 
under  President  Woodrow  Wilson, 


1918-1920.  Although  he  turned 
down  Roosevelt’s  offer  to  join  his  cab- 
inet as  treasury  secretary,  Glass  was 
ready  to  move  on  bank  reform.  He 
had  a strong  grasp  of  the  issues 
involved  and  firmly  believed  that  the 
banking  sector  required  substantial 
reform,  especially  in  preventing  them 
from  what  he  considered  to  be  the 
risky  business  of  investing  in  stocks. 

Steagall  came  more  from  the  Jeffer- 


sonian tradition  of  American  politics 
that  had  deep  reservations  about  the 
concentration  of  economic  power  pre- 
sented by  banks,  especially  when  it 
came  to  protecting  the  interest  of  his 
particular  constituency,  the  American 
farmer.  Steagall  was  often  called  “the 
farmer’s  best  friend”  and  was  active 
in  helping  farmers  and  rural  banks. 
Although  he  had  little  interest  in 
splitting  the  activities  of  banking 
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between  commercial  and  investment 
banking,  he  wanted  bank  insurance. 
Consequently,  Steagall’s  support  for 
the  Act  was  ensured  when  an  amend- 
ment was  added  providing  for  what 
would  be  the  creation  of  federal 
deposit  insurance. 

Glass-Steagall  must  be  seen  as  part 
of  an  overall  massive  overhaul  of  the 
U.S.  financial  system.  To  many  politi- 
cians and  much  of  the  American  public, 
weak  regulation  over  Wall  Street  and 
the  banks  had  resulted  in  the  Great 
Depression  of  1929.  Now  the  tides 
were  turning  and  Washington  would 
carefully  police  Wall  Street  and  the 
banks.  Other  key  pieces  of  reform 
legislation  were  the  Truth-in-Securities 
Act  of  1 9 ”1  that  forced  underwriters 
to  maintain  certain  forms  and  proce- 
dures in  the  writing  and  distribution  of 
sales  literature  and  the  Securities 
Reform  Act  of  1954  that  established  the 
Securities  Exchange  Commission  (SEC). 

Glass-Steagall  hit  the  banking 
community  where  it  counted:  its 
ability  to  generate  profits.  Banks 
now  had  to  make  the  fateful  deci- 
sion to  either  be  deposit-taking  and 
lending  institutions  or  to  be  under- 
writers and  brokers.  It  also  meant 
that  U.S.  banking  took  a departure 
from  the  structure  and  functions  of 
universal  banks,  which  were  the 
norm  in  international  banking. 
While  Americans  were  intent  on 
pulling  their  banking  system  asunder, 
the  Great  Depression  also  rocked 
Europe  and  the  rest  of  the  world, 
bur  there  was  no  division  of  banking 
functions  as  in  the  U.S. 

One  of  the  ironies  about  the  pas- 
sage of  Glass-Steagall  was  that  Glass 
tried  to  repeal  it  only  two  years 
later.  He  admitted  that  he  “thought 
it  was  a mistake  and  overreaction.” 
His  effort  was  defeated,  leaving  the 
legislation  in  place.  I he  effort  to 
maintain  controls  over  the  banking 
sector  was  reinforced  with  the  Bank 
Holding  Company  Act  of  1956, 
which  created  a barrier  between 
banking  and  insurance  in  response 
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to  aggressive  acquisitions  and 
expansion  by  TransAmerica  Corp., 
an  insurance  company  that  owned 
Bank  of  America  and  a number  of 
other  businesses. 

It  was  not  until  1987  that  Glass-Stea- 
gall's  sway  would  first  be  reduced.  In 
that  year,  the  banks,  faced  by  growing 
competition  from  non-bank  financial 
institutions  (as  with  brokerage  firms 
encroaching  on  banking  territory  by 
offering  money-market  accounts  that 
paid  interest,  check-writing  and  credit 
cards),  appealed  to  the  Federal  Reserve 
Board  to  ease  Glass-Steagall.  Citicorp, 
J.P.  Morgan  and  Bankers  Trust  wanted 
permission  to  handle  several  underwrit- 
ing businesses,  including  commercial 
paper,  municipal  revenue  bonds,  and 
mortgage-backed  securities. 

The  bankers  argued  that  strong 
“outside  checks”  had  emerged  in  the 
U.S.  banking  system  that  would  pre- 
clude a return  to  the  risky  speculative 
practices  that  marked  Wall  Street's 
banks  prior  to  1929:  the  SEC, 
knowledgeable  investors,  and  sophis- 
ticated rating  agencies.  Despite  Fed- 
eral Reserve  C hairman  Paul  Volcker’s 
concerns  that  lenders  would  be 
tempted  to  recklessly  lower  loan 
standards  in  pursuit  of  lucrative 
securities  offerings,  the  Federal 
Reserve  Board  approved  the  return 
of  banks  to  certain  areas  of  the  secu- 
rities industry,  albeit  with  several 
safeguards  and  firewalls. 

Once  the  federal  Reserve  began  to 
make  changes,  the  days  of  Glass- 
Steagall  were  limited.  In  August 
1987,  Alan  Greenspan  followed  Vol- 
cker  as  chairman  of  the  Fed.  Unlike  bis 
cigar-smoking  predecessor,  Greenspan 
favored  greater  deregulation  in 
banking  to  help  U.S.  banks  compete 
with  large  foreign  rivals,  many  of 
which  were  universal  banks  offering 
a wide  range  of  financial  services, 
including  commercial  banking, 
insurance  and  securities  trading. 

Despite  the  support  of  the  Federal 
Reserve,  efforts  to  further  lift  Glass- 
Steagall  restrictions  in  1988  and  1995 
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were  defeated  by  the  fierce  lobbying 
efforts  of  a combination  of  small 
banks  (fearful  of  being  swallowed  by 
the  larger  banks),  securities  firms, 
insurance  companies,  and  politicians — 
such  as  the  powerful  head  of  the 
House  Banking  Committee,  Henry 
Gonzalez — wary  of  any  concentration 
of  financial  power. 

What  finally  finished  Glass-Steagall 
was  the  Travelers-Citicorp  merger  in 
1998.  That  merger  was  exactly  what 
Glass-Steagall  was  meant  to  prevent: 
a financial  conglomerate  offering 
insurance  underwriting,  securities 
underwriting,  and  commercial  bank- 
ing. Although  there  remained  resis- 
tance to  any  further  erosion  of  Glass- 
Steagall,  the  support  from  the 
Clinton  administration,  the  banking 
sector  and  now  parts  of  the  insur- 
ance sector,  as  well  as  concerns 
about  the  ability  of  U.S.  financial 
firms  to  compete,  finally  prevailed. 
In  1 999,  after  66  years,  Glass-Steagall 
was  laid  to  rest. 

Glass-Steagall  has  left  a mixed 
legacy.  On  one  side  of  the  equation,  it 
was  a badly  needed  shock  to  a banking 
system  that  was  under-regulated  and 
suffered  from  a lack  of  well-defined 
and  poorly  enforced  rules  and  regula- 
tions. It  also  provided  for  the  EDIC, 
which  certainly  has  helped  underpin 
the  safety  and  soundness  of  the  bank- 
ing system,  especially  as  it  has  drasti- 
cally curtailed  the  periodic  panics  and 
runs  on  banks  that  marked  much  of 
U.S.  banking  history  prior  to  1929. 

Yet,  the  separating  of  investment 
and  commercial  banking  ultimately 
hobbled  U.S.  banking  in  competing 
globally.  While  the  U.S.  created 
divisions  in  its  banking  practices, 
the  vast  majority  of  other  countries 
continued  to  follow  a universal 
banking  model  (with  the  exception 
of  Japan  due  to  the  U.S.  occupation 
of  that  country  following  the  end  of 
World  War  11).  With  the  shift  to 
globalization  during  the  1980s  and 
1 990s,  pressure  on  what  became  a 
Depression-era  relic  only  mounted  as 
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This  certificate  issued  to  Founding  Father  Patrick  Flenry  in  1792  indicates  that  be  invested  in  America's  first  bond  issue. 


Capital  markets  are  wondrous 
things.  No  nation  with  a good  one  is 
poor;  no  nation  without  one  is  rich, 
unless  one  counts  as  wealth  the  income 
reaped  by  the  temporary  exploitation 
of  oil  and  gold,  blood  and  bone.  Alas, 
institutions  as  complex  as  capital 
markets  do  not  usually  arise  of  their 
own  accord.  To  flourish,  as  they  have 
in  America,  they  typically  require,  at 
a minimum,  political  stability  and  a 
helpful  hand  from  on  high.  Alexander 
Hamilton  provided  both. 


Few  doubt  the  importance  of  the 
Constitution,  or  Hamilton’s  seminal  role 
in  its  ratification,  but  many  scholars, 
like  their  Jeffersonian  and  Jacksonian 
forbears,  routinely  question  the  efficacy 
of  Hamilton’s  financial  reforms. 
Such  debates,  which  raged  even 
before  Hamilton’s  untimely  demise  in 
1804,  were  fueled  by  a dearth  of  hard 
evidence.  In  Hamilton’s  time,  the  depth 
and  liquidity  of  the  new  financial  mar- 
kets were  clear  to  all  not  blinded  by 
partisan  rage,  but  the  ultimate  effects 


of  the  financial  revolution  of  the  1790s 
remained  obscure. 

Today,  we  know  that  Hamilton’s 
revolution  did  not  create  the  exploitative 
financial  oligarchy  that  many  feared  it 
would.  The  founding  generation’s  inti- 
mate understanding  of  the  economic 
efficacy  of  the  early  financial  system, 
however,  was  lost  long  ago.  In  recent 
decades,  most  historians  ignored  the 
early  financial  system  entirely  or  hinted 
that  it  did  more  harm  than  good.  The 
prevailing  sentiment  to  this  day  appears 
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to  be  that  a few,  rich  speculators  dom- 
inated the  early  debt  markets  and 
turned  them  to  their  own,  greedy  ends. 

Recent  work,  however,  is  proving 
that  such  views  are  questionable.  A few 
years  ago,  two  colleagues  and  I com- 
pleted a large  data  set  of  early  securities 
prices.  The  data,  gathered  from  early 
newspapers,  suggested  the  early 
appearance  of  vigorous  capital  markets 
in  each  of  the  new  nation’s  major 
coastal  cities.  Where  there  are  prices, 
there  are  transactions,  and  where  there 
are  transactions,  the  forces  ol  supply 
and  demand  ensure  the  economically 
efficient  allocation  of  resources.  Data 
on  trading  volumes,  however,  remained 
scarce,  so  stalwarts,  who  are  always 
too  plentiful,  clung  tenaciously  to  the 
old  view  that  the  “markets”  were  little 
more  than  the  playthings  of  the  rich 
and  powerful  few. 

Even  the  most  steadfast  supporters 
of  the  old,  anti-Hamiltonian  view, 
however,  will  have  difficulty  deflecting 
the  data  currently  emerging  from  an 
in-depth  study  of  the  recently  (redis- 
covered national  debt  transfer  books. 
Those  account  books  list  the  owners 
of  U.S.  national  bonds,  often  provide 
the  accounrholder's  place  of  residence 
and  occupation,  and  invariably  reveal 
the  date,  type,  and  face  value  of  bonds 


that  rhev  purchased  and  sold.  In  short, 
scholars  will  soon  know  precisely  who 
owned  the  national  debt  and  how  fre- 
quently the  various  bonds  created  by 
Hamilton's  funding  plans  traded  in  the 
secondary  markets.  Although  results  are 
preliminary,  they  are  highly  encouraging 
to  those  who  argue  that  Hamilton’s 
financial  reforms  played  an  important, 
if  not  crucial,  role  in  forging  America's 
economic  greatness. 

The  initial  data  come  from  the 
Charleston,  SC  transfer  books. 
Charleston  was  chosen  for  first  study 
because  price  and  anecdotal  evidence 
suggested  that  it  possessed  the  smallest 
and  thinnest  of  the  early  U.S.  securities 
markets.  Logically,  if  the  Charleston 
debt  market  was  an  active  one,  the 
findings  from  Boston,  New  York, 
Philadelphia,  and  Baltimore  should 
prove  even  more  encouraging.  Here  is 
an  overview  of  the  findings: 

Between  November  1790  and  January 
1797,  the  Charleston  transfer  books 
list  854  accountholders.  This  is  not  the 
same  as  the  number  of  persons  who 
owned  bonds.  Some  accounts  listed 
several  people  as  owners;  some  people 
controlled  several  accounts.  The  former 
were  generally  partners  in  mercantile 
firms;  the  latter  were  typically  attor- 
nevs  who  held  bonds  in  trust  for 


minors,  the  estates  of  the  deceased,  etc. 

Of  those  854  accountholders  hailed 
most  resided  in  Charleston  or  its  envi- 
rons; but  they  included  people  from  at 
least  87  different  places,  from  Amster- 
dam to  Bermuda,  from  Bordeaux  to 
Bristol,  and  from  Massachusetts  to 
Georgia.  The  accountholders  included 
members  of  48  different  occupational 
groups,  including  bricklayers,  gun- 
smiths, innkeepers,  and  painters. 

The  size  of  transactions  ranged 
from  $1.40  to  almost  $804,000.  The 
average  sale,  of  which  there  were 
’,148  over  the  period,  was  for 
$1,359.10.  The  median  transaction 
size  was  only  $540.07,  however,  and 
25  percent  of  the  transactions  were  for 
bonds  the  face  value  of  which  was 
$175  or  less,  a sum  well  within  the 
reach  of  “middling”  households. 

As  Table  t shows,  merchants  were 
major  participants  in  the  market,  but 
they  were  so  numerous,  and  so  geo- 
graphically dispersed,  that  it  is  highly 
unlikely  they  could  have  systematically 
manipulated  the  market  for  their  own 
benefit.  Moreover,  in  aggregate,  mis- 
cellaneous holders  (women,  estates, 
trusts,  partnerships,  and  organizations) 
were  more  numerous  than  merchants 
and  purchased  a greater  face  value 
of  bonds. 


TABLE  1 

Group 

Number  of  Accounts 

Percentage  of  Accounts 

Face  Value  of  Bonds 
Purchased  ($millions) 

Percentage 
of  Bonds  Purchased 

Non-merchants 

2S3 

29.54 

1.033 

13.09 

Merchants 

234 

27.40 

3.043 

38.56 

No  Occupation  Given 

367 

43.06 

3.816 

48.35 

Occupation  Analysis 

854 

100.00 

7.892 

100.00 

Non-Charleston  U.S. 

21  1 

24.71 

2.049 

25.96 

Charleston 

375 

43.91 

2.991 

37.90 

Foreign 

84 

9.84 

.728 

9.23 

No  Location  Listed 

184 

21.54 

2.124 

26.91 

Location  Analysis 

854 

100.00 

7.892 

100.00 

Estates 

1 12 

13.1  1 

.349 

4.42 

Trusts 

39 

4.57 

.223 

2.83 

Organizations 

20 

2.34 

1.692 

21.45 

Partnerships 

61 

7.14 

.957 

12.12 

Females 

89 

10.42 

.208 

2.64 

Miscellaneous  Accountholders 

321 

37.58 

3.429 

43.46 
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Moreover,  as  Table  2 suggests,  the  market  for  government  bonds  was  quite  liquid,  both  in  terms  of  number  of  trades  and 
the  face  value  traded. 


TABLE  2 


Month -Year 

Amount  Sold 

Number  of  Sales 

Average  Sale  Size 

November  1 790 

$2,876.39 

10 

$287.64 

December  1790 

$4,667.92 

4 

$1,166.98 

January  1791 

$10,739.25 

10 

$1,073.93 

February  1791 

$15,704.86 

3 

$5,234.95 

March  1791 

$16,261.23 

10 

$1,626.12 

April  1791 

$17,260.66 

29 

$595.20 

May  1791 

$1,800.68 

5 

$360.14 

June  1791 

$1,686.01 

6 

$281.00 

July  1791 

$17,122.78 

23 

$744.47 

August  1791 

$7,759.47 

21 

$369.50 

September  1791 

$3,407.02 

7 

$486.72 

October  1791 

$26,84 1 . 1 1 

26 

$1,032.35 

November  1791 

$254,830.71 

107 

$2,381.60 

December  1791 

$104,626.72 

75 

$1,395.02 

January  1792 

$58,103.70 

54 

$1,075.99 

February  1792 

$1  13,527.63 

64 

$1,773.87 

March  1792 

$52,697.30 

68 

$774.96 

April  1792 

$98,032. 1 6 

91 

$1,077.28 

May  1792 

$260,086.57 

166 

$1,566.79 

June  1792 

$74,815.37 

65 

$1,151.01 

July  1792 

$60,232.27 

73 

$825.10 

August  1 792 

$46,229.91 

54 

$856.1  1 

September  1792 

$18,701.02 

34 

$550.03 

October  1 792 

$44,650.38 

60 

$744. 1 7 

November  1792 

$53,419.74 

52 

$1,027.30 

December  1792 

$1  1,337.71 

21 

$539.89 

January  1793 

$43,398.47 

32 

$1,356.20 

February  1793 

$40,686.19 

51 

$797.77 

March  1793 

$13,088.07 

18 

$727.12 

April  1793 

$124,353.24 

63 

$1,973.86 

May  1793 

$20,516.04 

17 

$1,206.83 

June  1793 

$6,228.97 

12 

$519.08 

July  1793 

$16,097.78 

1 1 

$1,463.43 

August  1 793 

$66,272.57 

36 

$1,840.90 

September  1793 

$16,145.93 

15 

$1,076.40 

October  1 793 

$85,467.64 

29 

$2,947.16 

November  1793 

$64,334.76 

16 

$4,020.92 

December  1793 

$1  1,047.36 

18 

$613.74 

| Month -Year 

1 Amount  Sold 

Number  of  Sales 

Average  Sale  Size 

January  1794 

$10,654.39 

18 

$591.91 

1 February  1 794 

$34,178.08 

28 

$1,220.65 

March  1794 

$5,189.63 

12 

$432.47 

April  1794 

$17,706.84 

21 

$843.18 

May  1794 

$2,500.12 

2 

$1,250.06 

June  1794 

$4,414.35 

9 

$490.48 

July  1794 

$54,982.84 

35 

$1,570.94 

August  1794 

$7,619.83 

9 

$846.65 

September  1794 

$9,987.14 

14 

$713.37 

October  1794 

$3,029.57 

10 

$302.96 

November  1794 

$27,266.70 

18 

$1,514.82 

December  1794 

$1,526.72 

4 

$381.68 

January  1795 

$12,453.91 

18 

$691.88 

February  1795 

$27,71  1.80 

30 

$923.73 

March  1795 

$21,973.90 

25 

$878.96 

April  1795 

$35,455.43 

39 

$909.1  1 

May  1795 

$44,045.29 

25 

$1,761.81 

June  1795 

$17,679.84 

7 

$2,525.69 

July  1795 

$82,982.47 

53 

$1,565.71 

August  1795 

$78,518.71 

40 

$1,962.97 

September  1795 

$1  1,443.35 

10 

$1,144.34 

October  1795 

$43,156.04 

26 

$1,659.85 

November  1795 

$17,149.88 

13 

$1,319.22 

December  1795 

$12,437.45 

7 

$1,776.78 

January  1796 

$18,784.21 

7 

$2,683.46 

February  1 796 

$15,331.31 

19 

$806.91 

March  1796 

$15,341.32 

9 

$1,704.59 

April  1796 

$20,574.70 

20 

$1,028.74 

May  1796 

$79,066.64 

23 

$3,437.68 

June  1796 

$15,875.23 

9 

$1,763.91 

July  1796 

$158,145.36 

42 

$3,765.37 

August  1796 

$37,559.98 

22 

$1,707.27 

September  1796 

$10,273.87 

13 

$790.30 

October  1796 

$28,426.54 

12 

$2,368.88 

November  1796 

$30,709.57 

14 

$2,193.54 

December  1796 

$14,503.65 

15 

$966.91 

January  1797 

$4,804.81 

13 

$369.60 

Over  time,  the  market  in  Charleston 
for  the  bonds  that  Hamilton’s  Treasury 
issued  starting  in  late  1790  became 
somewhat  smaller.  Several  factors  account 
for  the  decline.  First,  by  the  late  1790s  new 
varieties  of  U.S.  bonds,  tracked  in  sepa- 
rate account  books  not  yet  studied, 
became  available,  as  did  other  securities, 
including  shares  in  business  corporations. 
Second,  in  the  early  decades  of  the  19th 
century  the  federal  government  rapidly 
paid  down  its  debt,  so  there  were  fewer 
bonds  available  to  trade. 


Third,  securities  have  a tendency 
to  end  up  in  the  possession  of  one  of 
two  types  of  owners  - long-term 
holders  like  widows  and  estates, 
and  short-term  traders.  The  former 
did  not  trade  frequently,  and  the  lat- 
ter tended  to  send  their  bonds  to  the 
larger  markets  of  the  Northeast. 

Fourth,  the  original  southern 
holders  liquidated  their  U.S.  bonds, 
often  selling  them  to  northerners,  to 
reinvest  in  the  South’s  booming 
agricultural  economy  and  foreign 


trading  ventures.  Such  asset  rede- 
ployments are  among  the  advantages 
conferred  by  good  capital  markets. 

So,  by  April  1,  1809  only  163 
accountholders  are  listed  on  Charleston’s 
books.  They  owned  a total  of  only 
$1,900,797  face  value  worth  of 
Hamiltonian  bonds.  The  median 
accountholder  owned  $780.35  worth. 
Moreover,  as  Table  3 indicates, 
accountholders  now  represented  fewer 
communities  and  fewer  occupations. 
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TABLE  3 


Residence 

Number 

Percentage  of  Face  Value 
of  Bonds  Owned 

Occupation 

Number 

Percentage  of  Face  Value 
of  Bonds  Owned 

Beaufort.  South  Carolina 

1 

0.47 

Attorney 

1 

15.24 

Bermuda 

7 

1.28 

Broker 

1 

0.02 

Camden 

1 

0.48 

Factor 

2 

1.91 

Charleston 

64 

61.75 

Grocer 

1 

0.89 

Chester,  Great  Britain 

1 

17.62 

Merchant 

18 

46.65 

Georgetown 

1 

0.79 

Merchant  Tailor 

1 

0.07 

Georgia 

1 

0.01 

Physician 

2 

2.93 

Great  Britain 

4 

8.14 

Planter 

19 

19.07 

James  Island 

2 

0.53 

Reverend 

3 

0.66 

New  River 

1 

0.02 

Spinster 

6 

1.31 

Newberry  district 

1 

0.78 

Surveyor 

1 

0.48 

Ninety  Six  district 

3 

1.13 

Tanner 

1 

0.06 

Peedee 

1 

0.02 

Treasurer  of  the  State 

1 

5.96 

Pendleton  County 

1 

0.68 

U.S.  Navy 

1 

0.15 

Redland.  near  Bristol 

1 

0.09 

Widow 

15 

4.60 

South  Carolina 

2 

4.47 

Total 

73 

100.00 

St.  Eustatius 

2 

0.10 

St.  Helena 

1 

0.80 

St.  James  Santee 

1 

0.05 

St.  John’s  Parish 

1 

0.10 

St.  Paul’s 

1 

0.03 

St. Thomas  Parish 

2 

0.63 

Winyaw 

1 

0.03 

Total 

101 

100.00 

Charlestonians  owned  decreasing 
numbers  of  Hamiltonian  bonds  until 
the  first  U.S.  national  debt  was  com- 
pletely paid  off  during  Andrew  Jack- 
son's  administration.  The  redemption 
of  the  bonds,  or  their  sale  to  northern 
and  foreign  markets,  was  a gradual 
process.  Some  Charlestonians  con- 
sumed the  proceeds  of  the  sales  and 
redemptions  or  invested  them  directly 
in  productive  assets  like  land  and 
slaves.  Others  undoubtedly  reinvested  in 
state  and  local  bonds,  private  bonds  and 
mortgages,  and  corporate  securities. 
Thanks  to  the  helping  hand  that 
Hamilton  provided  the  nation’s  nascent 
capital  markets,  Charlestonians,  and 
indeed  all  Americans,  enjoyed  a variety 
of  long-term  investment  options,  and  a 
greater  ability  than  before  to  reallocate 
capital  to  take  advantage  of  new  and 
profitable  investment  opportunities. 

Two  hundred  years  after  Hamilton’s 
death,  scholars  studying  the  long-dor- 
mant early  U.S.  transfer  books  are 
finally  poised  to  understand  with  clarity, 
depth,  and  precision  the  importance 


and  complexity  of  the  Treasury  Secre- 
tary's accomplishments  in  creating  liquid 
capital  markets.  These  markets  were  a 
major  advantage  of  the  United  States  in 
comparison  with  almost  all  other 
nations  at  the  start  of  the  iyrh  century. 
Prevailing  notions  that  capital  markets 
were  unimportant  and  "dens  of  thieves” 
need  to  be  tempered  with  factual  knowl- 
edge of  their  nature  and  depth,  and  how 
they  contributed  to  the  efficient  alloca- 
tion of  scarce  capital  resources.  RT1 

Robert  I.  Wright  is  the  author  o/  Amer- 
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THE 


AGAINST 

COUNTERFEITING 


By  Tamar  Anolic 


Counterfeiting  has  been  around 
since  the  first  ancient  coins  were 
minted  thousands  of  years  ago.  Early 
Lydian  coins  (circa  500  b.c.)  were 
made  out  of  electrum,  an  alloy  of  gold 
and  silver.  Counterfeiters  would  press 
fake  coins  coated  with  electrum,  but 
with  a core  of  lead.  At  certain  points 
in  history,  counterfeiting  was  consid- 
ered treasonous  and  was  punishable 
by  death,  such  as  during  the  Colonial 
era  when  much  of  the  state  currency 
was  printed  with  the  warning  “Tis 
death  to  counterfeit.”  During  the 
American  Revolution,  the  British 
counterfeited  U.S.  currency  in  such 
large  amounts  that  the  Continental 
currency  soon  became  worthless. 
Thus,  the  origin  of  the  expression 
“Not  worth  a Continental.” 

In  the  period  leading  up  to  the 
Civil  War,  when  approximately  1,600 
state  banks  designed  and  printed 
their  own  bills,  it  is  estimated  that 
one-third  to  one-half  of  the  currency 
in  circulation  in  the  U.S.  was  coun- 
terfeit. The  primary  reason  was  that 
each  of  the  7,000  varieties  of  genuine 
bills  printed  by  individual  banks  car- 
ried a different  design,  making  it 


extremely  difficult  to  detect  counter- 
feits because  people  were  not  familiar 
with  the  notes.  Therefore,  Bank  Note 
Reporters  were  published  which  listed 
all  of  the  banks,  common  counterfeits 
of  bank  notes,  and  “broken”  (bankrupt 
banks)  notes,  in  addition  to  the  dis- 
count rate  for  notes  outside  the  city 
of  issue.  This  helped,  but  it  did  not 
deter  the  most  wily  of  counterfeiters 
because  the  publishers  of  Bank  Note 
Reporters  could  be  persuaded  (for  a 
price)  to  omit  certain  counterfeits 
from  their  booklets. 

The  most  common  types  of  coun- 
terfeits in  pre-1865  America  were 
“raised”  notes  in  which  people 
attempted  to  raise  the  value  of  a 
genuine  note  by  adding  a zero  (i.e. 
$5  to  $50)  or  erasing  and  writing  in 
a new  denomination  (i.e.  “ONE”  to 
“TEN”);  altered  notes,  in  which 
people  often  erased  the  names  of 
bankrupt  banks  and  replaced  them 
with  the  names  of  solvent  banks; 
and  fake  notes,  which  were  printed 
from  scratch  by  individuals  and 
meant  to  look  like  genuine  notes. 

In  1862,  the  U.S.  adopted  a national 
currency  in  an  attempt  to  resolve  the 


counterfeiting  crisis.  However,  this 
currency  too  was  soon  counterfeited 
and  circulated  so  extensively  that  it 
became  necessary  for  the  government 
to  take  action.  On  July  5,  1865,  the 
U.S.  Secret  Service  was  established  as  a 
division  of  the  Treasury  Department  to 
combat  counterfeiting. 

Although  the  Secret  Service  is 
today  best  known  for  its  responsibility 
to  protect  high  government  officials, 
it  still  maintains  its  founding  mission 
of  “investigating  cases  of  counter- 
feiting and  forgery  and  arresting  any 
persons  who  violate  federal  laws 
relating  to  coins,  paper  currency, 
checks,  bonds,  postage  stamps,  and 
securities  of  the  U.S.  and  foreign 
governments.”  To  ensure  the  integrity 
of  our  currency,  the  Secret  Service 
keeps  a close  working  relationship 
with  the  Bureau  of  Engraving  and 
Printing  (BEP)  and  the  Federal  Reserve 
System  and  constantly  reviews  the  lat- 
est reprographic/lithographic  tech- 
nologies. In  2004,  the  Secret  Service 
made  2,879  counterfeiting  arrests. 

According  to  Special  Agent  in 
Charge  A.T.  Smith  of  the  U.S.  Secret 
Service  New  York  Field  Office,  the  $20 
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5?  altered  note  from  the  Blackstone  Canal  Bank  in  Providence,  Rl,  circa  iXyos.  This  note  has 
been  altered  from  the  Stillwater  Canal  Bank  of  Maine.  "Blackstone"  is  beautifully  lettered,  but 
unfortunately  spaced  too  closely  to  "Canal. ' Note  also  the  inartful  misspelling  of  Providence. 
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5/o  counterfeit  note  from  The  Bank  of  Owego.  circa  1X40S.  This  is  known  as  a “raised" 
note  because  someone  has  taken  a genuine  Si  note  on  this  bank  and  carefully  eradicated 
“ONE"  in  the  corners  and  beneath  the  hank's  title.  “TEN"  was  then  carefully  drawn  in. 
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5/o  North  Kingston  Bank  altered  note,  1X44.  The  notes  of  a hank  in  Michigan 
that  never  opened  were  altered  to  the  name  of  this  hank  in  Rhode  Island. 
Note  that  the  revised  hank  name  is  too  long  for  the  space. 


^ tXLw4/V 

jfP  f /jt 


naikiaaa /-V,  Yr  /f/V 
,/,  /////// //  ■ ; mv/rny  uim  ’ ■’/■■* 


/ //  // 


Mr  /,« 

/ §L[  *r 


S D; 


pat» 

< r’« 


hill  remains  the  most  counterfeited  bill 
in  the  U.S.  because  it  is  the  most 
widely  circulated  note  in  the  country. 
Also,  “passing”  this  denomination  is 
usually  less  conspicuous  at  “victim 
merchant  establishments”  because  the 
majority  of  consumers  do  not  present 
large  denomination  notes. 

“However,  overseas,  the  $100  Fed- 
eral Reserve  Note  is  the  most  com- 
monly counterfeited  denomination,” 
said  Smith.  He  added  that  about  60 
percent  of  all  counterfeit  currency  is 
now  being  produced  overseas,  mainly 
in  Colombia  through  traditional  offset 
printing  methods.  About  40  percent  of 
counterfeit  U.S.  currency  is  made  in 
the  U.S.  using  computerized  and  digital 
technologies. 

In  December  1993,  the  National 
Research  Council,  funded  by  the 
Department  of  the  Treasury,  published 
“Counterfeit  Deterrent  Features  for 
the  Next  Generation  Currency 
Design.”  This  report  analyzed  and  rec- 
ommended counterfeit  deterrent  fea- 
tures that  could  be  incorporated  into  a 
redesign  of  U.S.  bank  notes.  In  1996, 
the  U.S.  government  implemented  its 
first  major  design  change  to  paper  cur- 
rency since  1928.  The  updated  bills 
($20,  $50  and  $100),  with  enhanced 
security  features,  were  necessary 
because  adv  anced  copying  technologies 
— including  ink  jet  printers,  color 
copiers,  and  scanners  — were  raising 
the  incidence  of  counterfeiting.  The 
1996  design  includes  large  off-center 
portraits,  watermarks,  color-shifting 
ink,  and  fine-line  printing  patterns. 
The  same  changes  were  made  to  the  $5 
and  $10  bills  in  1999. 

The  most  recently  redesigned  notes 
introduced  into  circulation  are  the  $20 
bill  issued  on  October  9,  2003  and  the 
$50  bill  issued  on  September  28,  2004. 
In  order  to  stay  one  step  ahead  of 
counterfeiters,  the  government's  current 
strategy  is  to  introduce  new  currency 
designs  every  7-10  years. 


Left:  S20  " raised ” note  from  the  Hamilton 
Exchange  Bank,  1 8 50. This  note  was  raised 
from  a genuine  $ 1 note  on  this  hank. 
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£10  Operation  Bernhard  counterfeit  note,  1935.  This  British  “white”  note  is 
one  of  thousands  that  were  counterfeited  by  the  Germans  during  World  War  II. 


According  to  Agent  Smith,  the  new 
currency  does  seem  to  be  deterring 
counterfeiters. 

“The  new  design  makes  traditional 
counterfeiting  more  difficult  due  to 
improved  security  features  which  now 
include  the  use  of  a complex  color 
design,”  said  Smith. 

For  example,  the  new  $50  bills  fea- 
ture subtle  background  colors  on  both 
sides  including  the  stars  and  stripes  of 
the  U.S.  flag,  a small  metallic  silver- 
blue  star,  and  tiny  yellow  number  50s 
scattered  on  the  back  of  the  note. 

The  issuance  of  the  new  currency 
has  not  been  without  its  problems, 
however.  “As  colorful  new  $20  bills 
circulate  around  the  nation,”  Roxana 
Hegeman  wrote  in  an  article  for  the 
Associated  Press  in  response  to  the 
emergence  of  the  new  $20  note, 
“more  consumers  are  finding  out  that 
the  notes  do  not  work  on  automated 


payment  machines  like  those  found 
in  self-service  checkout  counters  at 
grocery  stores.”  Also,  according  to 
Dennis  Forgue,  an  anti-counterfeiting 
expert  at  Harlan  J.  Berk  Ltd.,  “every- 
thing [the  government  has]  done 
before  has  been  superseded  by  better 
counterfeiters.  With  the  effectiveness 
of  computer-generated  images  these 
days,  they  can  make  some  pretty  nice 
counterfeits  pretty  quickly.” 

Still,  the  anti-counterfeiting  devices 
found  in  the  most  current  notes  do 
make  it  easier  to  detect  fake  bills. 
According  to  the  Secret  Service,  the 
portrait  appears  lifelike  on  a genuine 
note  and  stands  out  distinctly  from  the 
background.  On  a counterfeit,  the  por- 
trait is  often  lifeless,  flat,  too  dark  or 
mottled.  On  genuine  bills,  the  points  of 
the  Federal  Reserve  and  Treasury  seals 
are  clear,  distinct  and  sharp,  whereas 
the  counterfeit  seals  may  have  uneven, 


blunt  or  broken  points.  The  fine  lines 
in  the  border  of  a genuine  bill  are  clear 
and  unbroken,  but  on  the  counterfeit, 
they  are  usually  blurred  and  indistinct. 
Also,  genuine  serial  numbers  have  a 
distinctive  style,  are  evenly  spaced,  and 
are  printed  in  the  same  ink  color  as  the 
Treasury  seal.  On  a counterfeit,  the 
serial  numbers  may  differ  in  color  or 
shade  from  the  Treasury  seal,  and  the 
numbers  may  not  be  uniformly  spaced 
or  aligned. 

The  Secret  Service  advises  people 
who  believe  they  have  received  a 
counterfeit  note  to  do  the  following: 

1.  Do  not  return  it  to  the  passer; 

2.  If  possible,  delay  the  passer; 

3.  Observe  the  passer’s  description,  as 
well  as  that  of  any  companions, 
and  the  license  numbers  of  any 
vehicles  used; 
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4.  Contact  the  local  police  department 
or  Secret  Service  field  office; 

5.  Write  your  initials  and  the  date 
in  the  white  border  areas  of  the 
suspect  note; 

6.  Limit  the  handling  of  the  note. 
Carefully  place  it  in  a protective 
covering,  such  as  an  envelope; 

7.  Surrender  the  note  or  coin  only  to  a 
properly  identified  police  officer  or 
a U.S.  Secret  Service  agent. 

Counterfeiting  is  a serious  federal 
crime.  Manufacturing  or  possessing 
counterfeit  U.S.  currency  or  altering 
genuine  U.S.  currency  is  punishable  by 
a fine  or  imprisonment  for  up  to  1 5 
years,  or  both.  Printed  reproductions, 
including  photographs  of  paper  cur- 
rency, checks,  bonds,  postage  stamps, 
revenue  stamps,  and  securities  of  U.S. 
and  foreign  governments  are  subject 
to  the  same  penalties  if  they  are  inten- 
tionally used  with  fraudulent  intent. 

The  law  also  places  strict  limita- 
tions on  photographs  or  other  printed 
reproductions  of  U.S.  and  foreign 
paper  currency,  checks,  bonds, 
stamps,  and  securities.  The  Counter- 
feit Detection  Act  of  1992  permits 
color  illustration  of  U.S.  currency  with 
the  following  stipulations: 

1.  The  illustration  is  less  than  three- 
quarters  or  more  than  one  and 
one-half  times  the  size,  in  linear 
dimension,  of  any  part  of  the  bill; 

2.  The  illustration  is  one-sided; 

3.  Any  negatives,  positives,  plates,  or 
digital,  magnetic  or  optical  files 
used  in  making  the  illustration  are 
destroyed,  deleted  or  erased  after 
their  final  use. 

The  Secret  Service  encourages 
people  to  inspect  the  currency  they 


receive  and  charges  the  public  with 
assisting  in  maintaining  the  integrity 
of  our  currency. 

“The  public  plays  a vital  role  in 
the  'fight’  against  counterfeiting,” 
said  Agent  Smith.  “Community  assis- 
tance through  diligent  and  thoughtful 
reporting  has  lead  to  the  successful 
identification  and  arrest  of  distribu- 
tors and  manufacturers  of  counterfeit 
United  States  currency.”  OH 

Tamar  Anolic  is  a freelance  writer 
with  a background  in  finance,  political 
science,  and  the  arts.  She  is  based  in 
New  York  City. 

Editor’s  Note 

For  more  on  the  history  of  counterfeit- 
ing, visit  the  Museum’s  new  exhibi- 
tion, “Making  Money:  Bank  Note 
Engraving  and  the  Fight  Against 
Counterfeiting.”  See  page  7 for  details. 
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Security 
Features  in 
U.S.  currency 

Watermark:  The  watermark  is  part 
of  the  paper  that  the  money  is  printed 
on  and  can  be  viewed  from  both  sides 
of  the  note.  If  it  is  held  up  to  the  light, 
a faint  image  similar  to  the  portrait  on 
the  note  appears. 

Color:  The  most  noticeable  change 
to  the  new  $20  and  $50  bills  is  the 
inclusion  of  a color  other  than  green. 
The  backgrounds  of  the  notes  are 
light  blue  and  red,  which  is  difficult  for 
counterfeiters  to  match  convincingly. 

Color-Shifting  Ink:  The  new  $20  and 
$50  bills  include  color-shifting  ink  on 
the  numbers  20  and  50  in  the  lower 
right  corner.  When  these  bills  are  tilted 
up  and  down,  the  color  changes  from 
copper  to  green. 

Microprinting:  Because  they  are  so 
small,  microprinted  words  are  difficult 
for  counterfeiters  to  copy.  For  example, 
the  new  $20  bills  have  the  words  "USA 
20"  and  “THE  UNITED  STATES  OF 
AMERICA  20  USA  20"  printed  in  very 
tiny  letters  on  the  front  of  the  notes. 

Security  Paper:  The  texture  of 
money  can  indicate  to  a person 
whether  or  not  the  note  he  is  holding 
is  real,  even  before  he  looks  at  it.  Since 
1879,  U.S.  currency  has  been  printed 
on  Crane's  paper,  which  is  the  most 
durable  bank  note  paper  in  the  world. 

Security  Thread:  Currency  also 
contains  a “security  thread”-a  strip 
of  plastic  inside  the  paper  which  can 
be  viewed  when  the  note  is  held  up 
to  any  light. The  security  thread  also 
turns  yellow  when  held  up  to  a 
fluorescent  light. 

Serial  Numbers:  All  U.S.  paper 
money  contains  a combination  of 
numbers  and  letters,  called  serial 
numbers,  which  appear  twice  on 
the  front  of  every  bill. 
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Given  the  innate  human  ten- 
dency TO  BORROW  AND  LEND,  what, 
if  anything,  has  changed  in  the  past 
500  years?  As  we  might  suspect,  quite 
a lot;  identifying  the  major  differences 
between  modern  and  historic  markets 
provides  useful  perspective  on  today’s 
trade  in  capital. 

Any  list  of  the  major  changes  in  the 
capital  markets  over  such  a long 
period  is  subject  to  disagreement  and 
thus  necessarily  incomplete,  but  must 
at  least  include  the  appearance  of  a 
risk-free  rate,  the  reform  of  collateral 
and  collections,  the  rise  of  syndication 
and  anonymous  capital.  Each  of  these 
innovations  has  helped  to  create  the 
global  capital  markets  we  know  today. 

In  The  Wealth  of  Nations,  Adam 
Smith  famously  ascribed  the  division 
of  labor  to  man’s  “propensity  to 
truck,  barter,  and  exchange  one  thing 
for  another,”  speculating  that  this 
happy  tendency  was  nothing  more 
than  human  nature,  “of  which  no 
further  account  can  be  given.” 

Smith  could  just  as  easily  have 
added  to  the  above  list  of  innate 
human  economic  activities  the 
propensity  to  borrow  and  to  lend. 
Since  before  the  dawn  of  recorded 
history,  those  with  excess  capital 
have  rented  it  to  those  in  need  of  it. 
A bushel  of  grain  loaned  during  the 
planting  season  was  repaid  twice 
over  with  the  harvest;  the  loan  of  a 
calf  would  be  repaid  with  100  per- 
cent interest  with  the  next  calving 
season.  Such  agricultural  transac- 
tions likely  began  with  the  birth  of 
farming  in  the  Fertile  Crescent 
12,000  years  ago  and  persist  down 
to  the  present  day  in  primitive  tribes 
in  Asia,  Africa  and  South  America. 

The  earliest  Sumerian  records  show 
that  by  3000  b.c.  interest  rates  had 
fallen  from  100  percent  per  crop  or 
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Illustration  of  the  interior  of  a debtors  prison.  1S09.  Debtors  prisons  were  outlawed 
later  that  century,  as  America  and  Britain  enacted  enlightened  bankruptcy  laws. 


calving  cycle  to  zo  percent  per  annum 
for  loans  of  silver  and  33  percent  for 
loans  of  grain,  the  latter  being  riskier 
by  virtue  of  the  possibility  of  crop 
failure  or  spoilage.  The  cost  of  capital 
has  continued  to  fall,  with  single  digit 
interest  rates  the  rule  in  the  Western 
world  after  1 700,  and  the  cost  of  equity 
capital  falling  to  near  zero  during  the 
stock  manias  that  began  punctuating 
financial  history  after  that  date. 

I he  Appearance 
of  a Risk-Free  Rate 

Even  in  previous  millennia,  lenders 
could  recover  against  non-performing 
borrowers.  The  one  glaring  exception 
was  loans  to  the  monarch,  where  a 
crown — unrestrained  by  the  rule  of 
law — could  default  without  conse- 
quence. As  monarchs  often  borrowed 
immense  sums,  usually  for  military 
adventure,  a royal  default  was  often 
cataclysmic;  Edward  Ill’s  adventurism 
in  the  Hundred  Years  War  single- 
handedly  wiped  out  the  largest  of 
Florence’s  banks  in  the  mid-  14th 


century,  and  the  Stop  of  the  Exche- 
quer of  Charles  II  in  167Z  did  the 
same  in  London. 

Furthermore,  Europe’s  monarchs 
usually  lacked  a reliable  stream  of 
tax  revenue  with  which  to  back  their 
borrowing.  While  routine  peacetime 
spending  could  be  financed  with  rents 
from  their  enormous  land  holdings, 
this  generally  proved  inadequate  during 
major  military  conflicts.  Because  of  these 
two  factors,  the  penalty-free  nature  of 
royal  default  and  the  lack  of  a stable 
tax  base,  the  crown  paid  much  higher 
interest  than  good  quality  commercial 
credits,  which  themselves  paid  widely 
varying  rates. 

In  the  modern  world,  we  take  the 
observable  risk-free  rare  for  granted. 
Bur  without  it,  the  pricing  of  both  debt 
and  equity  becomes  a much  more 
uncertain  process.  Such  was  the  state 
of  affairs  in  old  world  Europe.  While 
the  beginnings  of  risk-free  capital  can 
probably  be  traced  back  to  the  Dutch 
Confederation,  the  greatest  strides  in 
this  area  were  made  after  the  Glorious 
Revolution  in  England. 


The  17th  century  had  not  been  kind 
to  England,  which  suffered  lethal  reli- 
gious strife,  the  death  throes  of  the  Stu- 
art monarchy,  a devastating  civil  war, 
and  an  incompetent  Protectorate. 
Protestant  dissenters  and  Parliament 
barely  tolerated  the  Catholic  James  II; 
his  lack  of  a male  heir,  which  reassured 
Protestants  that  they  would  soon 
regain  the  crown,  was  all  that  stood 
between  England  and  renewed  chaos. 

This  fragile  detente  was  shattered 
when  James  sired  a male  child  in 
1688.  The  Protestants,  alarmed  by  a 
looming  Catholic  dynasty,  “invited" 
the  stadholder  of  Holland,  Willem  111, 
who  arrived  with  1 5,000  of  his  fiercest 
troops,  scattering  the  Stuart  army. 
Willem  (who  became  King  William) 
and  Parliament  then  arrived  at  a most 
felicitous  bargain.  In  exchange  for  a 
vigorous  stream  of  excise  revenue 
(with  which  to  fight  the  French), 
William  ceded  the  ancient  English 
divine  right  and  became  subject  to  the 
rule  of  law. 

At  a stroke,  both  the  collateral  and 
default  problems  were  solved:  crown 
loans  were  now  backed  by  a credible 
income  stream,  and  the  right  of 
default  now  lay  with  Parliament, 
which,  dominated  by  landholders  and 
businessmen,  was  not  likely  to  roil  the 
financial  markets  with  the  dreaded 
Stop.  Interest  rates  fell  precipitously 
and  England  acquired  a healthy  stock 
of  easily  observable  risk-free  govern- 
ment debt,  making  it  easier  to  price 
commercial  capital.  Within  a few 
short  years,  Britain’s  capital  markets 
would  become  the  planet’s  financial 
nerve  center,  for  she  had  a ready  supply 
of  what  the  whole  world  wanted  — 
capital.  Walter  Bagehot,  one  of  the  first 
to  grasp  this  source  of  England’s  new 
financial  heft,  exulted  in  Lombard 
Street  that:  “Very  few  persons  are 
aware  how  much  greater  the  ready 
balance,  the  floating  loan-fund  which 
can  be  lent  to  anyone  for  any  pur- 
pose, is  in  England  than  it  is  anywhere 
else  in  the  world." 
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Photograph  of  the  first  telegraph , which  obliterated  the  time 
and  distances  that  hobbled  the  historic  capital  markets. 


I he  Refo  rm  of 
Collateral  and  Collections 

Historically,  non-royal  borrowers  did 
not  have  it  quite  so  easy.  Lenders  often 
obtained  from  them  much  more  than 
a pound  of  flesh:  the  dunned  Greek 
often  wound  up  enslaved,  along  with 
the  rest  of  his  family,  by  his  creditor, 
while  the  entire  estate  of  a Roman 
could  be  confiscated  over  the  smallest 
loan  failure.  As  little  as  150  years  ago 
even  English  aristocrats  could  find 
themselves  in  debtors  prison,  provid- 
ing grist  for  novelists  from  Henry 
Fielding  to  David  Liss. 

Drastic  collateralization  is  a two- 
edged  sword;  while  bringing  down  the 
cost  of  capital  by  providing  lenders 
with  greater  surety,  it  can  greatly 
dampen,  if  not  entirely  extinguish,  the 
entrepreneurial  urge.  If  the  penalty  for 
innovative  failure  is  slavery,  jail,  or 
seizure  of  personal  assets,  innovators 
will  not  undertake  prudent  business 
risk.  It  was  not  until  the  19th  century 
that  America  and  Britain  grasped  this 
calculus  and  outlawed  debtors  prisons 
and  enacted  enlightened  bankruptcy  laws. 

The  Rise  of  Syndication 

The  pre-ioth  century  business  envi- 
ronment was  a miasma  of  unlimited 
liability:  all  partners  were  fully  liable, 
down  to  their  “last  shilling  and  acre,” 
for  the  debts  of  the  entire  enterprise. 
Even  passive  shareholders  were  subject 
to  asset  seizure  and  imprisonment  for  a 
company’s  obligations.  In  Frozen 
Desire,  James  Buchan  recounts  the 
heart-rending  tale  of  the  ruination  of 
his  great-great-grandfather  in  1878  as 
a consequence  of  his  ownership  of  a 
tiny  number  of  shares  in  the  City  of 
Glasgow  Bank,  which  failed  in  a hail 
of  fraud. 

Imagine  a world  in  which  innocent 
Enron  employees  suffered  not  only  the 
loss  of  their  jobs  and  pension  assets, 
but  also  the  attachment  of  the  rest  of 
their  assets  by  angry  bondholders. 
Faced  with  unlimited  liability,  potential 


shareholders  do  not  willingly  extend 
equity  funding  to  new  enterprises,  and 
the  cost  of  capital  skyrockets,  crippling 
economic  growth,  hi  such  a world,  equity 
ownership,  and  with  it  the  syndication 
of  risk,  do  not  extend  far  outside  small 
coherent  groups;  from  time  immemorial, 
the  family,  where  kinship  provides 
some  assurance  of  trust,  provided  most 
business  syndication.  It  is  no  accident 
that  the  first  great  commercial  enter- 
prises arose  in  the  form  of  family-run 
merchant  banks,  epitomized  by  those 
of  the  Medicis  of  Florence. 

But  the  family  is  not  particularly 
well  suited  for  the  long-term  develop- 
ment of  very  large  businesses.  Success 
in  commerce  demands  intelligence, 
leadership,  and  vision.  Executives 
possessed  of  all  three  qualities  are 
hard  enough  to  find  in  the  general 
population;  ensuring  a steady  supply 
of  such  talent  over  the  generations 
from  within  one  family  is  virtually 
impossible.  The  ability  to  manage  any 
large  enterprise  is  a valued  skill,  but 
the  rise  of  the  factory  in  the  18th  and 


19th  centuries  required  an  even  rarer 
commodity:  the  ability  to  mold  a 
workforce  of  hundreds  or  thousands 
of  employees,  each  performing  a 
highly-specialized  task,  into  an  effi- 
ciently functioning  organism. 

The  first  baby  steps  in  reform  were 
taken  in  i66z,  when  limited-liability 
status  was  conferred  upon  the  East 
India  Company,  a move  that  favored 
shareholders  at  the  expense  of  creditors. 
While  sensitive  to  the  rights  of  both 
shareholders  and  creditors.  Parliament 
reasoned  that  the  large  amount  of 
“engrafted”  (that  is,  mandated  by  char- 
ter) government  debt  held  by  these 
trading  companies  afforded  creditors 
more  than  enough  protection  in  the 
event  of  bankruptcy. 

Because  most  businesses  did  not 
possess  engrafted  government  debt, 
Parliament  did  not  grant  limited  liability 
status  beyond  the  trading  companies 
until  18  ^6,  when  the  Companies  Act 
finally  extended  limited  liability  to 
the  shareholders  of  most  companies. 
Limited  liability  protection  came 


26 


WWW.riNANCIALHISTOKY.OKG 


Financial  History  ~ Spring  2005 


Cor  bis 


Figure  I 

European  Interest  Rates  1200-1800 


even  earlier  in  rhe  U.S.;  it  was 
granted  to  many  companies  soon 
after  independence.  By  the  1830s, 
limited  liability  sheltered  virtually  all 
U.S.  public  corporations. 

With  the  rise  of  limited  liability, 
equity  ownership  could  now  be  parceled 
out  among  thousands  of  shareholders, 
or  by  rhe  late  20th  century,  millions  of 
mutual  fund  clients,  which  in  turn 
allowed  even  rhe  smallest  of  investors  to 
diversify  their  equity  risks  widely.  In  the 
20th  century,  this  combination  of  wide 
syndication  and  cheap  diversification 
drastically  lowered  the  cost  of  capital  to 
entrepreneurs. 

I lie  Rise  of 
Anonymous  Capital 

The  stealthiest  of  all  of  the  revolu- 
tions surrounding  the  birth  of  the 
modern  capital  scene  is  the  transfor- 
mation from  personal  to  anonymous 
markets.  Today,  when  homeowners 
take  out  a mortgage,  they  do  not 
think  twice  about  the  thousands  of 
bank  depositors  who  have  assisted 
their  house  purchase;  the  corporate 


treasurer  does  not  bother  with  rhe 
individual  identities  of  the  pullulating 
masses  of  his  stock  and  bond  holders. 

The  historic  markets,  with  their  limited 
flow  of  information,  were  a very  different 
place  indexed.  The  only  way  the  lender 
could  ascertain  the  creditworthiness  of  a 
borrower  was  to  know  him  personally.  In 
a world  where  people  and  information 
moved  at  the  speed  of  the  horse,  capital 
could  only  flow  in  very  restricted  channels 
and  over  short  distances,  which  again 
served  to  raise  its  cost. 

1 he  invention  of  the  telegraph  by 
Cooke,  Wheatstone,  and  Morse  in  the 
1830s  obliterated  the  time  and  dis- 
tances that  hobbled  the  historic  capital 
markets,  allowing  for  the  free  flow  of 
information  over  rhe  entire  globe.  For 
the  first  time,  an  increasingly  complex 
and  efficient  system  of  intermediaries 
separated  the  consumer  of  capital  from 
its  provider,  just  as  industrialization 
increasingly  divorced  the  producers  of 
goods  from  consumers.  An  increas- 
ingly cheap  stream  of  information 
allowed  creditors  to  quickly  assess  the 
creditworthiness  of  large  numbers  of 
distant  borrowers  and  obliterated  the 


need  for  a personal  relationship 
between  rhe  ultimate  sources  and  ulti- 
mate consumers  of  money. 

It  is  not  too  much  of  an  exaggera- 
tion to  state  that  the  appearance  of  a 
risk-free  rate,  reformed  collateral,  syn- 
dication, and  capital  anonymity  altered 
the  very  shape  of  the  modern  world.  At 
the  dawn  of  human  history,  the  cost  of 
capital  was  figured  in  triple  digits  per 
crop  or  cattle  cycle;  by  the  middle  of 
the  last  millennium,  in  low  double  dig- 
its, and  by  the  1990s,  twenty-some- 
things with  seemingly  cockamamie 
ideas  could  obtain  billions  for  practi- 
cally nothing.  Figure  1,  which  displays 
interest  rates  from  1200  to  1800, 
shows  part  of  this  gradual  fall. 

While  capitalists  can  lament  the  his- 
torical fall  in  their  investment  returns, 
the  rest  of  humanity  can  rejoice  at  the 
benefits  of  cheap  capital  and  nearly 
unfettered  entrepreneurship.  As  Irving 
Fisher  observed,  where  houses  are 
made  of  mud  and  straw,  interest  rates 
are  high,  and  where  they  are  made  of 
bricks,  rates  are  low;  most  of  us  prefer 
to  live  in  brick-built  cities.  HO 

William  Bernstein  is  a co-principal  of 
Efficient  Frontier  Advisors  of  East- 
ford , CT,  the  author  of  The  Birth  of 
Plenty:  How  the  Prosperity  of  rhe 
Modern  World  Was  Created,  and  a 
practicing  neurologist. 
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OLIVER 


Forgotten 
Financier  of  the 
American  Revolution 


By  Russell  Roberts 


History  is  rife  with  examples  of 
important  people  who  have  faded 
into  its  dusty  pages  until  they  are  no 
more  than  a footnote.  Unfortunately, 
that  same  fate  has  befallen  Oliver 
Pollock,  financier  and  supplier  for 
the  American  Revolution  in  the  West. 
In  fact,  George  Rogers  Clark,  hero  of 
the  legendary  Northwest  Territory 
campaign,  stated  that  without  the 
financial  assistance  of  Pollock,  his 
efforts  would  have  been  impossible. 

Little  is  known  about  the  early  life 
of  this  unsung  American  hero.  Pollock 
was  born  in  Coleraine,  Ireland  in 
1737.  In  1760,  along  with  his  father, 


two  brothers  and  a cousin,  he  immi- 
grated to  Carlisle,  PA.  One  of  his 
brothers  built  a gristmill  near  Silver 
Spring,  while  another  operated  a tavern 
in  Cumberland  County. 

In  1762,  Pollock  traveled  to 
Philadelphia,  where  he  became  asso- 
ciated with  the  mercantile  firm  of 
Willing  and  Morris.  His  successes 
enabled  him  to  become  an  indepen- 
dent trader  and  merchant.  He  had  a 
close  association  with  leading  mer- 
cantile houses  in  Havana,  Cuba  and 
became  fluent  in  Spanish.  In  1768,  he 
moved  to  New  Orleans  and  married 
Margaret  O’Brien. 


France  had  given  Louisiana  to  Spain 
as  a consequence  of  losing  the  French 
and  Indian  War.  In  1769,  Pollock  alle- 
viated a famine  in  New  Orleans  by 
selling  flour  for  the  generous  price  of 
$153  barrel.  In  gratitude,  Spain  granted 
him  freedom  of  trade  in  Louisiana.  He 
soon  became  the  leading  trader  in  the 
region,  a man  of  considerable  wealth 
and  property  who  enjoyed  the  intimate 
confidences  of  Spanish  officials.  By  the 
beginning  of  1776,  Pollock  had 
amassed  capital  and  property  conserv- 
atively estimated  at  $ioo,ooo-an 
enormous  sum  in  America  at  that  time. 

When  the  colonies  broke  with  Eng- 
land, Pollock  swiftly  came  down  on  the 
American  side.  “From  the  opening  of 
the  Revolution,  my  soul  panted  for  the 
success  of  the  American  arms...”  he 
wrote.  It  is  not  known  why  he  was 
ardently  pro-American.  Perhaps  his 
Irish  ancestry,  and  the  long  struggle  of 
the  Irish  people  against  Britain,  had 
something  to  do  with  Pollock’s  feelings. 

Without  credentials  or  authority 
from  the  American  government,  Pollock 
began  trying  to  win  support  for  the 
American  cause  with  Spanish  officials 
in  New  Orleans.  In  early  August  1776, 
he  succeeded  in  gaining  an  audience 
with  Louisiana’s  Governor  Luis  Unzaga 
for  George  Gibson,  a colonial  militia 
captain  seeking  gunpowder  for  both 
frontier  protection  and  securing  the 
friendship  of  Indian  tribes.  Gibson 
brought  a letter  by  General  Charles  Lee, 
second-in-command  of  the  American 
Army.  In  it  Lee  appealed  for  Spanish 
assistance  for  the  American  struggle, 
cleverly  playing  on  Spanish  fears  of  a 
British  invasion  of  Cuba,  Mexico  and 
New  Orleans  if  England  defeated  the 
colonies.  Pollock  provided  accommo- 
dations for  Gibson’s  entire  party, 
and  shielded  their  activities  front 
British  spies. 

Then,  in  February  1777,  the  charis- 
matic Bernardo  de  Galvez  replaced 
Unzaga  as  governor.  Brilliant,  resource- 
ful and  aggressive,  Galvez  immediately 
began  covertly  aiding  the  American 
cause  as  much  as  possible,  with  Pollock 
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Some  believe  th.it  Oliver  Pollock's  use  of  a symbol  combining  an 
~S"  and  a “P"  (for  Spanish  pesos)  is  the  origin  of  the  modern  dollar  sign. 


as  confidant  and  partner.  Galvez  loaned 
Pollock  money,  which  the  trader  used 
to  buy  supplies  to  send  to  American 
outposts  along  the  upper  Mississippi. 

By  now  such  was  Pollock’s  revolu- 
tionary zeal  that  he  was  loaning 
money  to  the  American  cause  without 
even  setting  terms  for  repayment:  “1 
have  often  been  obliged  to  advance 
money  for  the  benefit  of  the  Cause, 
which  I have  made  no  account  of...” 
he  wrote.  He  was  in  a fervor  to  aid 
the  Americans:  “Hurry  down  those 
batteaux  [supply  ships | again,”  he 
urged,  “in  order  that  I may  dispatch 
them  back  with  more  goods.” 

By  the  end  of  1777,  Pollock  was 
personally  responsible  for  loans  from 
Galvez  of  over  $74,000.  This  money 
had  enabled  him  to  send  tons  of 
arms,  ammunition,  and  provisions  to 
locations  on  the  upper  Mississippi 
and  to  remote  western  outposts  in 
Pennsylvania  and  Virginia,  keeping 
them  safe  for  America  and  out  of 
British  hands.  He  also  assumed 
responsibility  for  many  other  war- 
related  debts. 


In  March  1778,  Pollock  was 
appointed  by  the  United  States  as  com- 
mercial agent  for  the  lower  Mississippi 
River  Valley.  This  Congressional 
appointment  was  in  gratitude  for  his 
invaluable  services. 

Early  in  1 778,  an  American  raiding 
party  led  by  Captain  James  Willing  cut 
a swath  of  destruction  down  the  lower 
Mississippi  River  district  from  Natchez 
to  New  Orleans.  British  subjects'  hogs 
were  shot,  cattle  killed,  and  homes 
burned.  It  was  all  designed  to  break  the 
spirit  of  the  British  people  in  that 
region,  and  keep  them  off  balance.  Pol- 
lock organized  volunteers  from  New 
Orleans  that  cooperated  with  Willing, 
and  likely  supplied  him  as  well. 

Pollock’s  money  and  merchandise 
had  already  contributed  mightily  to 
keeping  both  Louisiana  and  America’s 
western  frontier  settlements  out  of 
British  hands.  But  in  1778  came  his 
greatest  achievement.  He  was  instructed 
by  the  Commercial  Committee  of  Con- 
gress to  give  all  possible  assistance  to 
the  campaign  of  George  Rogers  Clark, 
who  was  trying  to  secure  the  Northwest 


Territory  (Indiana,  Ohio  and  Illinois) 
against  the  British. 

From  Clark  came  a seemingly  end- 
less supply  of  bills  that  he  charged  to 
Pollock,  such  as:  $2.16  for  boat  linens; 
Si ,4  5 1 for  12,000  pounds  of  flour; 
$30  for  a boat  anchor;  $10  for  four 
pair  of  handcuffs;  and  $57  for  hospital 
supplies.  Pollock  dutifully  assumed 
responsibility  for  all. 

By  the  end  of  November,  Clark’s 
bills  came  to  $18,000.  Pollock  was 
already  in  debt  for  over  $42,000  for 
other  war-related  expenses  and  to 
Galvez  for  over  $74,000  for  addi- 
tional covert  American  aid.  He  was,  as 
he  wrote,  “deeply  indebted  in  this  part 
of  the  world.” 

But  Pollock’s  support  had  been 
critical  in  Clark’s  campaign  to  keep 
the  Northwest  out  of  British  hands. 
The  goods  Pollock  sent  up  the  Mis- 
sissippi River  not  only  supplied  Clark 
and  his  men,  but  enabled  him  to  buy 
numerous  Indian  tribes'  loyalty.  How 
different  might  the  story  of  the  Amer- 
ican Revolution  have  been  had  the 
British  been  able  to  come  roaring  out 
of  that  region  with  a powerful  force 
and  squeeze  Washington’s  Army 
between  East  and  West. 

Pollock  had,  by  now,  expended 
most  of  his  fortune  in  service  to  the 
Revolution.  By  the  middle  of  December 
1 778,  he  was  vainly  beseeching  Congress 
for  $56,000  of  “immediate  relief” 
that  was  now  coming  due.  “However, 
1 am  still  happy...  to  serve  the  Cause,” 
he  noted. 

As  proof  of  his  unflagging  commit- 
ment to  America  (and  optimism  that 
he  would  be  reimbursed),  he  sent 
Clark  500  more  pounds  of  gunpowder 
in  January  1779.  But  by  March,  reality 
had  set  in  and  he  was  forced  to  tell 
Clark  that  he  could  not  charge  anything 
else  to  him  until  some  money  was 
found.  By  July,  over  20  letters  of  his  to 
Congress  for  reimbursement  had 
brought  no  response.  Desperate,  Pollock 
now  mortgaged  part  of  his  estate. 
He  was,  as  he  noted,  “...drained  of 
every  shilling.” 
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Still,  despite  losing  his  entire  for- 
tune and  going  deeper  and  deeper  into 
debt.  Pollock  had  not  lost  his  taste  for 
America.  He  served  as  a personal  aide 
to  Galvez  during  part  of  the  latter’s 
brilliant  military  campaign  that  ousted 
the  British  from  Florida  and  the 
Southeast.  It  prevented  them  from 
controlling  navigation  in  the  lower 
Mississippi  River,  and  from  building  a 
strong  southern  base  from  which  to 
strike  at  Washington.  Pollock’s  role 
in  urging  Galvez  and  the  Spanish  to 
support  the  American  cause  can  never 
be  underestimated. 

By  the  close  of  1781,  Pollock  was  in 
a hopeless  financial  situation.  Destitute, 
suits  multiplied  against  him  on  bills  he 
had  assumed  responsibility  for.  He 
was  barely  saved  from  imprisonment 
at  one  juncture  by  loans  of  $36,000 
from  Spanish  friends.  Virginia,  from 
whom  Pollock  had  been  led  to  believe 
reimbursement  would  come,  refused 
to  accept  his  bills  because  they 
claimed  he  had  never  been  officially 
appointed  as  their  agent.  This  was 
despite  the  fact  that  Virginia  Governor 
Patrick  Henry  had  specifically  told 
Clark  that  Pollock  would  fulfill  his 
needs.  To  meet  some  debts,  Pollock 
sold  his  home  and  its  furnishings, 
along  with  numerous  other  items,  but 
it  was  not  enough. 

“The  feeling  human  heart  will  readily 
conceive  the  anguish  of  my  tortured 
soul,”  he  wrote.  In  the  same  letter,  he 
notes  that  he  imprudently  served  a 
country  “whose  gratitude  and  justice  I 
had  too  much  confidence  in.” 

The  end  of  the  war  brought  Pollock 
renewed  hope  that  he  would  finally  be 
reimbursed.  But  the  weakness  of  The 
Articles  of  Confederation  as  far  as  rev- 
enue gathering  was  concerned  crippled 
the  central  American  government. 
While  Congress  passed  resolutions 
honoring  Pollock  for  his  fine  service, 
they  offered  little  hope  of  payment. 

Hounded  by  creditors  at  every 
turn,  Pollock  accepted  the  office  of 
commercial  agent  for  the  United 
States  at  Havana.  He  loaded  two  vessels 


with  merchandise  that  he  hoped  to 
sell  at  Havana  for  a handsome  profit. 
But  with  peace,  Spanish  attitudes  had 
cooled  toward  America.  Pollock’s 
goods  were  seized  and  disposed  of  at 
forced  sales.  Then  Virginia  declared 
that  no  payments  would  be  issued 
Pollock  on  certificates  of  indebtedness 
already  granted  him.  Realizing  that 
no  money  would  be  forthcoming, 
Pollock’s  New  Orleans  creditors  peti- 
tioned Cuban  Governor  Unzaga  to 
detain  him  until  all  debts  were  paid 
“to  the  uttermost  farthing.”  Unzaga 
obligingly  seized  Pollock’s  property 
and  possessions. 

With  nothing  left  in  Cuba,  Pollock 
and  his  family  tried  to  leave  the  country, 
but  his  luck  continued  to  run  true  to 
form.  One  ship  departed  with  only  his 
baggage  on  board.  Another  denied  him 
passage  because  Unzaga  refused  him 
permission  to  leave.  Pollock  finally 
managed  to  borrow  money  and  send 
his  family  to  Philadelphia,  but  was 
forced  himself  to  remain  in  Havana, 
poverty-stricken  and  a virtual  prisoner. 

Pollock’s  luck  began  to  turn  when 
his  old  friend  and  ally  Galvez  became 
the  Governor  of  Cuba  in  February 
1785.  He  loaned  Pollock  $132,764 
and  returned  much  of  his  property  to 
him.  Using  his  superior  business  skills, 
Pollock  was  again  able  to  accumulate 


money  and  property  so  that,  as  a con- 
temporary writes,  “...he  was  able  to 
settle  and  satisfy  all  the  claims  on  him, 
from  his  private  funds... excepting 
only  the  debt  due  to  Don  Galvez.” 

The  remainder  of  Pollock’s  life 
was  a series  of  ups  and  downs.  His 
papers  were  lost  during  the  Civil  War, 
so  much  important  information 
about  him  is  missing.  What  is  known 
is  that  he  had  an  estate  called  Silver 
Spring  near  Carlisle,  PA,  and  that,  by 
1811,  all  of  his  claims  against  the 
federal  government  and  Virginia 
were  settled,  save  one  for  $9,574. 
However,  he  also  again  fell  upon 
hard  times;  when  he  endorsed  the 
note  of  a failed  business  associate,  he 
spent  time  in  debtors  prison  until  the 
matter  was  resolved. 

On  December  17,  1823,  Pollock 
died  in  Mississippi.  A fitting  epitaph 
for  this  ardent  patriot  comes  from  his 
own  words:  “I  have  neglected  the  road 
to  affluence,  I have  exhausted  my  all 
and  plunged  myself  deeply  in  debt,  to 
support  the  cause  of  America.”  BD 

Russell  Roberts  is  a full-time  freelance 
writer  whose  work  has  appeared  in 
more  than  ijo  national  and  regional 
publications.  He  is  the  author  of  seven 
non-fiction  books  and  resides  in 
New  Jersey. 


Oliver  Pollock  and  the  Dollar  Sign? 

Some  Internet  sources  credit  Oliver  Pollock 
as  the  originator  of  the  dollar  sign.  Because 
Pollock  did  most  of  his  business  in  Spanish 
pesos,  they  claim  that  Pollock’s  abbreviation 
for  pesos  was  an  elaborately  intertwined  letter 
“p”  and  “s.”  Pollock  sent  his  billing  records 
to  Robert  Morris  of  the  Continental  Congress, 
who  continued  using  Pollock’s  “p”  and  “s” 
abbreviation,  which  eventualy  became  the 
dollar  sign. 

In  addition,  James  Alton  James’  book  Oliver 
Pollock:  The  Life  and  Times  of  an  Unknown 
Patriot  contains  an  appendix  that  reaches  the 
same  basic  conclusion. 
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By  Bruce  Weitzman 


OCTOBER  5, 1959 


Life  magazine , dated  October  5,  19^9, 
which  features  a cover  story  on  Khrushchev's 
visit  to  Garst’s  farm. 


\ 

I 


A CORNBALL  ACT 
DOWN  ON  THE  FARM 


WEEKLl 


Photograph  by  Hank 


Roswell  Garst  throwing  silage  to  clear  reporters  off  a trench  silo  during  Khrushchev’s 
visit  to  his  farm  in  1959.  This  was  the  most  widely  reproduced  photo  of  the  visit. 


It  was  November  1955  and  corn 
seed  merchant  Roswell  Garst  was  in 
Washington,  DC  trying  to  arrange 
visas  for  10  Soviet  delegates.  He  strove 
to  forge  a path  of  light  and  peace 
from  the  darkness  of  the  cold  war  by 
selling  seed  corn  to  the  Russians.  The 
State  Department,  however,  thwarted 
his  plans  by  asserting  the  visits  would 
take  months  to  arrange  and  they 
outright  rejected  a visa  for  Silviu 
Brucan,  an  anti-American  newspa- 
perman. But  Garst  was  a bulldog  and 
would  not  be  cowed  by  bureaucratic 
stubbornness. 

“You  are  going  to  let  him  come,  and 
I’ll  tell  you  why.  I'll  write  an  article  for 
the  Saturday  Evening  Post,  entitled 
‘Whose  Iron  Curtain?’  And  if  you 
don’t  think  I have  the  guts  to  do  it,  just 
try  me!”  Garst  thundered. 

Roswell  Garst  was  born  in  June 
1898  in  the  small  town  of  Coon  Rapids, 
IA.  After  a brief  try  at  flax  and  dairy 
farming  he  moved  with  his  wife  to  Des 
Moines  where  he  met  and  became 
friendly  with  Henry  A.  Wallace.  Hybrid 
corn  was  a novel  idea  at  the  time,  and 
Wallace  wrote  and  lectured  about  how 
the  use  of  hybrid  seed  corn  would 
significantly  increase  the  yield  on 
corn  crops.  Wallace  himself  experi- 
mented with  various  methods,  and  by 
1926  had  formed  the  Hi-Bred  Corn 
Company  (later  to  be  called  Pioneer). 
Garst  became  fascinated  with  the 
subject  and,  sensing  opportunity,  he 
entered  into  a business  relationship 
with  Wallace  in  1930. 

In  this  franchise  agreement,  Garst 
purchased  inbred  seeds  from  Pioneer 
and  made  the  final  crossbreeding  on 
his  own  farm;  then  he  sold  the  hybrid 
seed  corn  to  farmers.  (Hybrid  corn  is 
first  inbred  over  several  generations 
then  crossbred  with  other  strains.) 
Roswell  took  Charley  Thomas  as  a 
business  partner  in  1931  and  the 
Garst  and  Thomas  Hi-Bred  Corn 
Company  was  born. 

Times  were  rough  for  farmers  in 
the  1930s,  and  trying  to  persuade  a 
farmer  to  spend  $6-7  per  bushel  for 


Garst  and  Thomas  hybrid  corn  versus 
$1  per  bushel  for  ordinary  corn  was  a 
tough  sell.  But  Garst  was  no  ordinary 
salesmen.  He  believed  in  the  merits  of 
hybrid  seed  corn  with  the  fiery  intensity 
of  a preacher,  and  he  developed  a 
successful  selling  strategy.  Finding  a 
farmer  out  planting  his  seed  corn  for 
the  season,  Roswell  would  step  up 
with  a proposition.  “Pay  me  no  money 
now  but  plant  my  hybrid  corn  in  dif- 
ferent rows  right  next  to  your  ordinary 
seed.  I’ll  come  back  at  harvest  time  and 
we’ll  weigh  the  results.  Your  corn  ver- 
sus mine.  And  however  much  my  corn 
outproduces  your  corn,  you  pay  me 
back  by  half  of  that  increase.” 

To  the  farmers,  this  was  a no-lose 
situation.  They  would  pay  this  crazy 
salesman  the  selling  price  of  only 
half  of  the  increased  yield,  and  only 
if  that  seed  corn  actually  was  better. 
When  it  was  time  to  measure  up,  the 
hybrid  corn  would  outproduce  the 
farmer’s  ordinary  seed  by  so  much 
that  the  cost  of  the  original  seed 
was  a pittance.  But  Garst  didn’t 
enforce  the  original  agreement.  He 
just  asked  the  farmer  to  pay  him  the 
original  price  of  the  seed.  Then  he 
asked  for  the  farmer’s  order  for  the 


next  year’s  crop.  How  could  anyone 
say  no  to  that? 

In  addition  to  being  a farmer,  Garst 
was  a thinker,  and  he  read  academic 
journals  voraciously.  When  a research 
article  struck  him  as  useful,  he  poked 
and  prodded  the  scientists  to  expand 
their  work.  Then  he  used  his  influence 
to  persuade  ordinary  farmers  to  apply 
this  information  on  a practical  level  to 
their  own  property.  It  was  Garst’s  con- 
tention that  a rising  world  population 
needed  ever  more  food,  and  he  was  at 
the  forefront  in  a number  of  methods 
to  improve  farm  productivity.  These 
included  the  use  of  nitrogen  fertilizer, 
feeding  cellulose  to  cattle,  sheep  and 
buffalo,  improving  farm  machinery, 
applying  hybridization  to  poultry 
and  livestock,  contour  plowing, 
improved  drainage  and  irrigation, 
better  rotation  and  erosion  control, 
and  artificial  drying. 

Meanwhile  in  Russia,  Stalin  died 
in  1953  and  Nikita  Khrushchev  came 
to  power  two  years  later.  Khrushchev 
realized  the  gravity  of  the  agricultural 
situation  in  his  country,  and  he  pro- 
posed an  Iowa  corn  belt  for  Russia. 
In  a speech  to  American  reporters  in 
February  1955,  the  Premier  made 
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Photograph  courtesy  of  World  Wide  Photos,  Inc. 


Khrushchev  a mid  the  crush  at  the  Garst  farm  in  19s 9,  walking  up  to  the  house.  He  is 
near  the  CBS  ran;  his  white  hat  may  be  seen  below  the  cameraman  standing  on  the  ran. 


Garst  escorts  Khrushchev  around 
the  farm  buildings,  using  a walkie-talkie 
attached  to  a bull  horn  in  an  attempt 
to  be  heard  by  reporters.  Directly  behind 
him  is  Henry  Cabot  Lodge.  Khrushchev's 
escort  for  the  American  journey. 


favorable  comments  on  U.S.  agricul- 
ture and  his  desire  for  better  relations 
with  the  U.S. 

The  Des  Moines  Register  responded 
with  an  editorial  extending  an  invitation 
to  Khrushchev  to  “send  a delegation  to 
Iowa  to  show  them  how  we  produce 
high  quality  cattle,  hogs,  sheep  and 
chickens.  We  can  show  them  all.”  The 
idea  gained  traction,  and  negotiations 
between  the  two  countries  began.  The 
U.S.  sent  a delegation  to  Russia  and 
they  reciprocated. 

However,  the  Farm  Bureau  decided 
the  visiting  Russians  would  get  a tour 
of  small  family  farms,  not  our  leading, 
most  advanced  farms.  Roswell’s  large, 
state-of-the-art  farm  did  not  make  the 
list  and  he  was  outraged.  But  through 
determination  and  audacity,  he  man- 
aged a tour  for  the  Deputy  Minister 
of  Agriculture.  His  guest  was  so 
impressed  that  he  invited  the  farmer  to 
Russia.  Roswell  asked  the  State 
Department  for  approval  to  sell  seed 
corn  and  equipment  and  disseminate 
U.S.  farming  practices  to  Russia  and 
the  eastern  bloc  countries.  Although 
State  did  not  believe  Garst  would  suc- 
ceed in  selling  anything,  they  did 
approve  his  travel  plans. 


In  September  1955,  Garst  traveled 
to  Moscow  and  met  Khrushchev  at  his 
summer  residence  in  Crimea.  The  two 
men  talked  for  a long  time  and  came  to 
enjoy  each  other's  company.  They 
shared  many  passions.  Both  men  were 
blunt,  outspoken  and  could  talk  agri- 
culture for  hours.  Ultimately  the  Pre- 
mier agreed  to  purchase  seed  corn 
from  the  Iowa  farmer,  and  they  agreed 
that  a Russian  delegation  should  travel 
to  Coon  Rapids  before  the  onset  of 
winter.  Garst  then  traveled  to  several 
satellite  countries  including  Rumania. 

Meeting  with  that  country's  cabinet 
he  bluntly  advised  them  to  purchase 
seed  corn  and  badly-needed  farm 
machinery.  Sharing  his  observation 
that  it  took  Rumanians  20  times  more 
man-hours  to  raise  a bushel  of  corn 
than  in  the  U.S.,  he  urged  spending 
$500,000- half  for  hybrid  corn  and 
the  other  half  for  machinery. 

“The  new  corn  will  increase  your 
yield  by  35  percent  and  the  machinery 
will  dramatically  reduce  your  man- 
hours,” he  said.  Although  the  cabi- 
net’s response  was  enthusiastic,  they 
also  despaired  that  they  could  not 
manage  the  financial  investment.  The 
rejoinder  was  vintage  Garst.  He 


pulled  out  a cigarette  and  held  it  in 
front  of  him. 

“In  the  United  States  a cigarette 
like  this  costs  three  cents.  There  are 
17  million  Rumanians  and  17  mil- 
lion times  three  cents  is  $510,000. 
And  1 don’t  want  anybody  in  this 
cabinet  to  tell  me  that  you  can't 
afford  to  spend  the  price  of  one  cig- 
arette per  person  to  learn  how  to 
raise  crops  with  less  labor.” 

The  Rumanians  agreed.  Garst  flew 
to  Washington  to  arrange  the  visas, 
and  this  precipitated  his  threat  to 
send  a letter  to  the  Siituriiciy  Evening 
Rost.  During  his  travel  through  Rus- 
sia and  Eastern  Europe,  he  was 
moved  by  the  people’s  intense  desire 
to  improve  their  circumstances.  The 
small  town  farmer  wanted  to  help. 
Eventually  Garst  prevailed.  Between 
December  1955  and  February  1956, 
the  Coon  Rapids  farmer  sold  sub- 
stantial amounts  of  seed  corn  and 
farming  equipment  to  Russia,  Ruma- 
nia, and  Hungary. 

Events  transpired  in  September 
1959  that  led  Khrushchev  to  visit 
Garst’s  farm  in  Coon  Rapids.  The 
day  of  the  visit  was  a madhouse  from 
the  word  go.  The  farm  itself  was 
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Photograph  by  Joe  Muttroe 


An  Uninvited 
Guest  for  Garst 

By  feruce  Weitzman 


completely  circled  by  National 
Guardsmen,  while  700  more  soldiers 
lined  the  road  from  the  family  drive- 
way and  for  76  miles  east  on  the 
main  highway  toward  Des  Moines. 
An  estimated  600  members  of  the 
press  were  everywhere,  swarming  the 
place,  trampling  grounds,  obstructing 
views  of  buildings,  livestock  and 
feed.  It  was  an  ugly  display  of  jour- 
nalistic rude  behavior.  Still,  the  visit 
and  tour  were  a success.  Khrushchev, 
Garst,  Adlai  Stevenson  and  U.N. 
Ambassador  Henry  Cabot  Lodge 
talked  agriculture  and  arms  control. 
For  Roswell  Garst  and  his  fellow 
progressives,  the  path  to  peace  lay 
in  talk. 

As  presented  in  Harold  Lee’s  book 
Roswell  Garst,  A Biography , this  was 
a unique  man  who  embodied  some  of 
the  finer  attributes  of  the  U.S.:  smart, 
independent,  iron  willed,  friendly. 

Elizabeth  Garst,  granddaughter  of 
the  globetrotting  farmer,  has  long 
since  retired  the  working  portion  of 
the  farm  and  has  converted  her 
grandparents’  home  into  a delightful 
bed  and  breakfast  full  of  warmth, 
charm,  and  the  delicious  flavor  of 
history.  She  recounts  the  story  of  her 
grandfather’s  life  to  her  guests  at  the 
dining  room  table  over  warm  dishes 
of  eggs,  french  toast  and  biscuits. 
Elizabeth  concludes  her  story  by 
reflecting  that  he  lost  many  domestic 
customers  who  were  angry  for  his 
gesture  towards  the  Soviets. 

“He  said  that  he  just  about  broke 
even  financially  on  the  deal.  He  made 
some  money  on  the  Russians  and  lost 
some  loyal  customers.  But  it  made  the 
name  of  ‘Garst  and  Thomas’  famous.” 

Sitting  in  his  dining  room,  you 
can  almost  hear  the  old  farmer 
himself  laugh.  BO 

Bruce  Weitzman  is  a CPA  and  enjoys 
reading  about  business,  history  and 
nearly  everything  else  in  the  library. 
He  lives  in  suburban  Philadelphia 
with  his  wife  and  children. 


Pranksters  and  show-offs  can  be 
found  in  every  period  of  his- 
tory, and  Khrushchev’s  1959 
visit  to  Roswell  Garst’s  farm  in  Iowa 
was  one  such  occurrence.  Jack  Chris- 
tensen described  to  Life  magazine  in 
first  person  detail  how  he  managed  to 
tour  the  farm  as  a part  of  the  official 
entourage.  Christensen  reveals  that 
he  previously  made  the  cut  for  the 
Mason  City  Junior  College  football 
team;  impressive  considering  he  was 
not  a student  or  a football  player! 
Later,  he  became  intrigued  at  the 
notion  of  crashing  the  Chicago 
Democratic  National  Convention  in 
1956.  He  got  seated  with  the  Penn- 
sylvania delegation. 

So  perhaps  it  was  inevitable  that 
reports  of  tight  security  for  the 
Khrushchev  visit  would  pique  his  inter- 


est. By  his  own  account,  Mr.  Christensen 
bluffed  his  way  past  security  three  times 
that  day.  First  he  said  he  was  a farm- 
hand. Later  a stock  man.  The  third  time 
no  bluff  was  really  necessary.  A security 
agent  from  Washington  yelled  to  a cop, 
“Let  that  fellow  in  here,  he’s  Garst’s 
son.”  Christensen  then  leveraged  the 
security  man’s  largesse  to  gain  access  to 
lunch  for  the  dignitaries  and  a hand- 
shake with  Adlai  Stevenson. 

Christensen’s  story  holds  water. 
Several  photographs  of  that  day  show 
our  prankster  standing  next  to  the 
Premier  and  the  famous  picture  above 
has  a grinning  Khrushchev  patting 
Christensen’s  belly.  Perhaps  it  was  a 
simpler  time  in  1959,  when  a jokester 
could  bluff  his  way  past  the  national 
security  elite.  Surely  it  could  never 
happen  again.  Could  it? 
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Events  Calendar 


SPRING  2005 


Talk,  book  signing,  and  reception  with  author  Niall  Ferguson  on  Colossus.  NYU  Stern  School,  40 
West  4th  St.,  NYC.  6:30-9:00  pm.  Members  only;  reservations  required.  Free. 

APRIL  23-MAY1 

Museums  of  Lower  Manhattan  Spring  Break  Special.  All  students  18  years  old  and  younger  will 
receive  free  admission  to  the  Museum  of  American  Financial  History,  as  well  as  10  other 
Museums  of  Lower  Manhattan.  For  information,  visit  www.nystartshere.org. 

JUNE 

"Making  Money”  Family  Day.  Learn  about  how  money  is  made — literally — and  the  government’s 
fight  against  counterfeiting.  Secret  Service  agents  will  show  some  of  the  latest  counterfeits,  children 
will  design  currency  using  the  new  security  features,  and  there  will  be  ongoing  demonstrations  of 
currency  printing  on  a 19th  century  "spider”  press.  Museum  gallery,  28  Broadway,  NYC.  10  am  - 4 
pm.  No  reservations  required.  $2  adult  admission  to  Museum;  kids  free  all  day.  212-908-4110. 

THROUGH  JULY 


On  display  at  the  Museum  of  American  Financial  History,  28  Broadway,  NYC 

“Survival  of  the  Fittest:  The  Evolution  of  the  Dow  Jones  Industrial  Average,”  an  exhibition  on  the 
role  the  original  12  Dow  companies  played  in  the  development  of  the  U.S.  economy.  The  exhibit 
traces  the  history  of  The  Dow  from  its  founding  in  1896  through  the  present  and  features 
artifacts,  financial  documents,  and  historical  anecdotes  from  the  original  companies  and  their 
extant  successors.  A portion  of  the  exhibit  focuses  on  what  The  Dow  is  and  how  it  can  be 
interpreted  to  make  educated  investment  decisions. 

"Making  Money:  Bank  Note  Engraving  and  the  Fight  Against  Counterfeiting"  explores  the  security 
features  in  currency  from  Colonial  notes  to  today's  modern  money.  This  exhibit  features 
counterfeit  notes  alongside  their  genuine  counterparts  and  includes  examples  of  fake,  altered,  and 
“raised”  notes,  as  well  as  beautifully  engraved  bank  notes,  stock  certificates,  travelers  checks, 
and  uncut  sheets  of  currency  from  the  collection  of  Mark  D.  Tomasko. 


I he  Rise  and  Fall  of  the  Glass-Steagall  Act 

con  tun  icd  from  page  1 r 


foreign  hanks  and  non-banks  threat- 
ened to  take  market  share  from 
handcuffed  U.S.  institutions. 

Although  the  great  bull  market  of 
the  1990s  ended  in  a tangle  of  corpo- 
rate scandals,  some  involving  banks, 
there  was  no  panic  on  Wall  Street,  no 
run  on  the  banks,  and  no  contagion 


from  had  securities  deals  into  com- 
mercial hanking  operations.  Indeed, 
those  hanks  that  were  caught  crossing 
the  line  between  what  was  permissible 
and  what  was  not  paid  large  fines, 
fired  wrongdoing  employees,  and  took 
a hit  on  the  balance  sheet  — all  with- 
out Glass-Steagall.  133 


Dr.  Scott  B.  MacDonald  is  a Partner 
and  Senior  Managing  Director  at 
Aladdin  Capital  Management , LI.C  in 
Stamford , CT.  He  is  the  co-author  of 
Carnival  on  Wall  Street  (John  Wiley 
200})  and  is  working  on  a history  of 
American  financial  scandals. 
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An  Empire  of  Wealth 


By  John  Steele  Gordon 
HarperCollins,  New  York,  zoo 4 
480  pp,  with  notes,  bibliography, 

and  index;  no  illustrations.  $26.95 

Reviewed  by  Gregory  DL  Morris 

Museum  members,  readers  of 
this  MAGAZINE,  and  our  favorite 
authors — John  Steele  Gordon  high 
among  them  — all  find  history  end- 
lessly fascinating.  Financial  history  in 
particular.  However,  we  all  know 
society  at  large  does  not  necessarily 
share  our  preoccupation.  Some  of  us 
may  have  tried  to  explain  the  com- 
pelling relevance  of  business  history 
to  our  friends  and  family,  probably 
with  middling  success. 

Gordon  has  gone  us  all  quite  a bit 
better,  and  tried  to  explain  the  com- 
pelling relevance  of  business  history 
to  society  at  large.  And  for  the  most 
part,  he  succeeds.  Empire  of  Wealth  is 
indeed  a sweeping  saga.  It  covers  a 
vast  amount  of  material  in  Gordon’s 
hallmark  brisk  prose  and  ties  cause  to 
effect  with  his  usual  attention  to 
detail.  It  has  enough  detail  and 
sophistication  to  hold  the  imagination 
of  professionals,  yet  it  is  also  accessi- 
ble enough  to  be  a college  text. 

The  joy  here,  as  with  most  Gordon 
works,  is  discovering  the  cause-and- 
effect  relationships  that  have  brought 
us  to  where  we  are  today.  Gordon  has 
a determined  faith  in  determinism, 
that  economic,  social,  and  political 
events  can  be  explained,  mostly,  by  the 
events  that  led  up  to  them.  It  seems 
tautological  when  stated  that  way,  but 
sheer  pleasure  of  that  light  bulb 
moment  is  so  universal  that  it  even 
appears  in  Beavis  &c  Butthead  car- 
toons. One  of  Gordon’s  great  gifts  is 
his  ability  to  preserve  the  delight  we 
know  he  felt  upon  discovering  a true 
chain  of  events,  and  transmitting  that 


1 

i AN  EMPIRE 
I OF  WEALTH 

The  Epic  History 

3C 

ac 

of  American 

* 

* 

Economic  Power 

i 

JOHN  STEELE  GORDON 

delight  to  the  reader  undiminished. 

Admittedly,  that  is  easier  to  do  with 
a narrow  subject  and  an  audience  of 
fellow  enthusiasts.  Gordon’s  earlier 
books  tended  to  focus  on  specific  com- 
panies, such  as  the  Erie  Railroad  and 
the  robber  barons  who  ran  it;  specific 
projects,  such  as  the  transatlantic 
cable;  or  specific  issues,  such  as  the 
national  debt.  As  the  title  of  Empire 
suggests,  Gordon  has  zoomed  out  to 
geosynchronous  orbit  and  reported  on 
the  growth  of  the  largest  economy  in 
world  history. 

Fans  of  Gordon’s  earlier  books  may 
be  a little  unsettled  by  the  broad 
brushstrokes  in  this  book,  and  it  is 
wider  than  it  is  deep.  But  that  was  the 
point,  and  Gordon  sticks  to  his  mis- 
sion. For  the  uninitiated,  this  could  be 
considered  a primer.  For  the  rest  of  us, 
this  is  a review  and  a meta-book:  it 
connects  the  events  we  know  well  to 
each  other  in  a global  context. 

For  the  general  reader  the  first  seven 
chapters  make  an  excellent  overview 
of  why  the  U.S.  is  significantly  different 
from  every  other  country  on  Earth. 
Gordon  is  an  Anglophile,  but  in 
Empire — ironically  — he  is  at  pains  to 
differentiate  the  incipient  and  growing 


U.S.  economy  and  political  structure 
from  those  of  the  British  Empire.  He 
also  makes  numerous  references  to 
“decentralized”  or  “non-hierarchical” 
governments  and  economies.  Gordon’s 
specific  contrasts  are  democracies  to 
kingdoms  or  centrally  planned  govern- 
ments. This  reviewer  also  inferred  con- 
trasts between  Catholic  and  Protestant 
countries  or  colonies,  but  that  may  be 
reading  more  into  the  text  than  the 
author  intended. 

One  inherent  problem  in  such  a 
comprehensive  history  is  the  reliance 
on  generalities,  and  from  that  Gordon 
cannot  escape.  He  refers  to  the  U.S.  as 
“a  reluctant  imperialist,”  to  which  no 
shortage  of  other  historians  would  beg 
to  differ.  Indigenous  peoples  in  partic- 
ular get  short  shrift.  Empire's  cover- 
age of  the  westward  expansion  is  in 
the  classical  Manifest  Destiny  tone.  It 
makes  the  aboriginal  Americans  seem 
like  failed  companies  with  poor  busi- 
ness plans  rather  than  deceived  and 
displaced  groups  of  people. 

In  contrast,  much  of  the  material  is 
richly  nuanced.  For  example,  Gordon 
notes  that  most  of  the  immigrants  to 
Virginia  and  Maryland  were  from 
southern  England,  and  were  very 
poor,  while  most  of  the  immigrants  to 
New  England  were  from  middle-class 
areas  of  East  Anglia,  “the  most  com- 
mercially developed  part  of  [Eng- 
land].” 

This  is  no  idle  observation.  The 
essential  political  and  economic  dis- 
putes that  have  riven  the  U.S.  even  to 
the  point  of  civil  war  — industry  ver- 
sus agriculture,  slave  labor  versus 
wage  labor,  high  or  low  tariffs  — have 
their  roots  in  the  values  these  immi- 
grants brought  to  their  new  home- 
land. To  be  sure,  those  were  not  the 
only  factors.  Gordon  addresses  qual- 
ity of  the  soil,  land  available  for  farm- 
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ing,  natural  resources,  access  ro  ports  and  rivers,  canals  and 
railroads. 

Similarly,  Gordon  asserts  that  the  Erie  Canal  did  more 
than  make  New  York  the  financial  capital  of  the  nation,  it 
also  tied  the  Midwest  ro  the  Northeast  politically  and  eco- 
nomically, replacing  ties  with  the  Deep  South  via  the  Mis- 
sissippi River.  “[T|his  shift  in  economic  orientation  firmly 
attached  the  Upper  Middle  West,  largely  populated  by 
immigrants  from  New  England  and  upstate  New  York,  to 
the  Northeast,  and  assured  its  allegiance  to  the  Union  Cause 
in  the  Civil  War.” 

In  just  two  pages  Gordon  elucidates  the  rise  of  two  cul- 
tural and  economic  forces  we  consider  the  norm  today:  the 
department  store  and  the  Christmas  sales  blitz.  “In  the  pre- 
industrial era,  retail  operations,  perforce  had  been  very 
small,  usually  selling  locally  made  merchandise.  The  rail- 
roads, telegraph,  and  newspapers  made  larger  operations 
possible.... In  1846  A.  T.  Stewart,  a Scots-Irish  immigrant 
opened  ‘The  Marble  Palace  at  280  Broadway....  [His]  store 
offered  low  markups,  set  prices,  and  'sales'  that  were  adver- 
tised in  the  papers.  It  also  featured  what  was  called  'free 
entrance,’  where  customers  were  invited  to  browse  rather 
than  be  attended  by  a clerk  at  all  times.” 

Just  two  paragraphs  later  Saint  Nicholas,  patron  saint  of 
New  York  City,  makes  his  commercial  debut.  The  new  mass 
retail  merchants  began  to  promote  Christmas  as  a secular 
holiday.  This  was  the  Victorian  era,  and  Victoria  and  Albert 
introduced  to  England  and  thus  the  U.S.  many  of  the  holi- 
day traditions  of  their  German  ancestry,  such  as  the  Christ- 
mas tree.  Writers,  such  as  Charles  Dickens,  climbed  aboard 
the  bandwagon,  and  by  the  time  of  the  Civil  War  Christmas 
was  a major  economic  and  cultural  event.  This  type  of  con- 
nection is  exactly  why  Gordon’s  work  is  so  important.  Any 
casual  reader  cannot  help  but  smile  and  nod  when  realizing 
that  Christmas  has  a long  secular  and  commercial  history. 

Gordon  returns  often  to  regional  themes.  He  examines 
the  complex  relationship  between  Northern  financiers,  fac- 
tors, centered  in  New  York  and  New  England,  and  the 
Southern  cotton  economy.  He  also  covers  at  some  length  the 
development,  or  lack  of  same,  in  the  South  after  the  Civil 
War.  Gordon  is  not  the  first  to  assert  that  while  the  Union 
forces  won  the  shooting  war  and  ended  slavery,  the  Confed- 
eracy prevailed  in  its  larger  goal  of  remaining  a distinct 
economy  and  society.  He  does,  however,  pur  some  historical 
evidence  behind  those  observations. 

As  might  be  expected,  the  Gilded  Age  and  the  economic 
upheavals  of  the  early  zorh  century  are  major  topics.  And  Gor- 
don is  one  of  the  few  writers  willing  to  wade  into  the  complex 
monetary-policy  debates  of  the  period  that  came  to  a head  in 
William  Jennings  Bryan’s  “Cross  of  Gold”  speech.  The  post- 
war world,  however,  gets  less  through  coverage.  03 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history? 

By  Bob  Shabazian 

1.  When  was  the  first  paper  money  in  America 
issued? 

2.  What  state  presently  has  the  highest  minimum 
wage? 

3.  What  is  the  “Dogs  of  the  Dow”  method  of 
investing? 

4.  Which  three  companies  have  made  the  “Dogs 
of  the  Dow”  list  for  each  of  the  past  10  years? 

5.  What  was  George  Washington’s  annual  salary 
as  President  of  the  U.S.? 

6.  After  Carly  Fiorina  lost  her  job  as  CEO  of 
Hewlett-Packard,  how  many  CEOs  of  Fortune 
500  companies  were  women? 

7.  What  denomination  currency  is  the  most 
frequently  counterfeited  in  the  U.S.? 

8.  What  was  the  smallest  payment  ever  made  into 
the  Social  Security  program? 

9.  What  animal  appeared  on  the  nickel  for  35 
years,  beginning  in  1938? 

10.  What  restaurant,  founded  in  1921  by  J.  Walter 
Anderson,  was  America’s  first  fast  food 
hamburger  chain? 
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THE  MUSEUM  SHOP  COLLECTION 

INCLUDES  FINANCIALLY  INSPIRED  FINE  ART  BY  NATIONALLY  RENOWNED  ARTISTS 


KAMIL  KUBIK 

NYSE  "THE  FLOOR' 
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HAL12  FWAYie  HOME15  ORNE12  AR 


P33  IN205  TSA3242  ANDq50  Q414  U 


ARTS12  OFLU901  DLOW14  BEER19 


MIKE  ROLLINS 

"LUDLOW  FAIR" 


STEVEN  D.  GAGNON 

"UNTITLED,  $100  U.S.  FLAG"  . 


Museum  of  American  Financial  History 
28  Broadway  • New  York,  NY  10004 
financialhistory.org 

Open  Tues-Sat,  10  am  - 4 pm 

Shop  Manager,  Rita  Fabris:  212-908-4613 


INTERNATIONAL  BOND  & SHARE  SOCIETY  n 

Founded  1978  for  the  encouragement  of  Scripophily 


The  Directory  Scripophily 

A Membership  A quarterly 

and  Dealer  magazine  with 

directory,  with  ^OND# ^ 40+ illustrated 

full  listings  for  %\  pages  of  U.S., 

the  U.S.A.,  19  jfjkt  . European  & 

U.K.,  Germany  oJ  world  news, 

and  40  other  +P  research, 

countries.  X+(A//  auctions, 

Published  and  a diary  of 

annually.  coming  events. 

Meetings 

London,  England  • Strasburg,  Pennsylvania 
Memphis,  Tennessee  • Toronto,  Canada 
Johannesburg,  South  Africa 


FOR  INFORMATION 


U.S.A. 

Richard  T.  Gregg 
1 5 Dyatt  Place 
Hackensack,  NJ  07601-6004 
Tel:  (+1)  201  489  2440 
Fax:  (+1)  201  592  0282 
President@scripophily.org 

REST  OF  THE  WORLD 

Peter  Duppa-Miller 

Beechcrott 

Combe  Hay 

Bath  BA2  7EG,  UK 

Tel:  (+44)/(0)  1225  837271 

Fax:  (+44)/(0)  1225  840583 

Chairman@scripophily.org 

www.scripophily.org 


AMERICAN  FINANCIAL  HISTORY 

STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA'S  LEADING  DEALERS 
SPECLVLIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA'S  FINANCIAL  HISTORY. 


FOR  A COPY  OF  OUR  NEXT  CA  TALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


Scott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  Sew  Hampshire  03110 


i g n e 


W* 


ROBERT  F.  KLUGE 
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GRAPHIC  AMD  HISTORIC 
PAPER  AMERICANA: 
ANTIQUE  STOCKS 
AND  BONDS 


P.0  BOX  153  • ROSELLE  PARK,  NJ  07204  • 908-241-4209 


/ 

Toll  Free: 

800  717-9529 
Or  Call: 

603  882-2411 
Fax: 

603  882-4797 

E-mail: 

collect@glabarre.com 

Web  Site: 

www.glabarre.com 


GEORGE  H. 

LaBAKKE 

GALLERIES 

INC. 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 


The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 
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MUSEUM  of  AMERICAN 
FINANCIAL  HISTORY 

In  association  with  the  Smithsonian  Institution 


The  Museum  of  American  Financial  History, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies,  and  nations. 

The  Museum  is  located  at 
28  Broadway,  New  York  City. 

Hours:  10:00  a.m.  until  4:00  p.m. 
Tuesday-Saturday.  Donation  $2.00. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  begin  at  $i,ooo 

AND  INCLUDE  THE  FOLLOWING  BENEFITS: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  History  magazine 

• Invitations  to  Museum  openings  and  events 

• One  individual  Financial  History/Smithsonian 
Affiliate  Membership 

For  information,  please  call  212-908-4604 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Financial  History,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels 
with  all  the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Hewitt  National  Design  Museum  in  New  York 

Financial  History  Benefits 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  your  guests  to  the  gallery 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 


To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  "Museum  of  American  Financial  History, 
Membership  Department,  26  Broadway,  Room  947,  New  York,  NY  10004.  All  but  $44  of  your  contribution  is  tax-deductible. 
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Our  Outstanding  Team  of  Experts  Can  Help  You 

Get  the  Most  for  Your  Collection 


You’ve  spent  years  putting  together  an  outstanding  collection,  and  now 
you  are  ready  to  sell.  Will  the  people  who  handle  the  disposition  of 
your  collection  know  as  much  about  it  as  you  do?  They  will  at  Smythe! 


Autographs;  Manuscripts;  Photographs; 
International  Stocks  and  Bonds. 

Diana  Herzog  President,  R.M.  Smythe  & Co., 

Inc.  BA.  University  of  L.ondon;  MA,  New  York  University — 
Institute  of  Fine  Arts.  Former  Secretary',  Bond  and  Share 
Society:  Past  President,  Manuscript  Society"  Editorial  Board. 
Financial  History.  Board  Member:  PADA. 


U. S.  Federal  & National  Currency; 
U.S.  Fractional  Currency;  Small  Size 
U.S.  Currency ; U.S.  MPC. 


o 

Martin  Gengerke  Author  of  U.S.  Paper  Money 

■ Records  and  American  Numismatic  Auctions  as  well  as  numerous 
articles  in  Paper  Money  Magazine,  the  Essay  Proof  Journal,  Rank  Note  Reporter 
and  Financial  Flistory.  Winner  of  the  only  award  bestowed  by  the  Numismatic 
Literary  Guild  for  excellence  in  cataloging,  and  the  1999  President's  Medal 
tram  the  American  Numismatic  Association.  Member:  ANA.  SPMC. 


Small  Size  U.S.  Currency;  Canadian 
Banknote  Issues;  U.S.  Coins. 


IT 

ytspf  Scott  Lindquist  BA.  Minot  State  University, 

Business  Administration/Management.  Contributor  to  the 

Money  Record  Professional  Numismatist  and  sole  proprietor 
ot  The  Coin  Cellar  for  16  years.  L ite  Member:  ANA,  CSNS.  Member: 

PCDA,  FCCB,  SPMC. 

U.S.  and  World  Coins. 

Andy  Lustig  has  been  dealing  in  U.S.  and  World 
coins  since  1975,  and  has  attended  more  than  7,000  coin 
shows  and  auctions.  His  specialties  include  U.S.  patterns, 
pioneer  gold,  and  rarities  of  all  scries.  He  is  a co-founder  of 
I The  Society  of  U.S.  Pattern  Collectors,  a major  contributor 
to  the  8th  Edition  ol  the  Judd  book,  a former  PCGS  grader,  and  a co-founder 
of  Eureka  Trading  Systems.  Member:  ANA,  GSNA,  CSNS,  NBS,  ANUCA, 
FUN,  ICTA,  and  USMexNA. 


Please  call  for  our  auction  schedule. 


. ~ 4 ! 


Stephen  Goldsmith 
Scott  Lindquist 


f Antique  Stocks  and  Bonds; 

U.S.  Coins;  Paper  Money. 

STEPHEN  GOLDSMITH  Executive  Vice  President, 
R.M.  Smyahe  & Co.,  Inc.  BA,  Brooklyn  College. 
Contributor  to  Paper  Money  of  the  United  States,  Collecting 
U.S.  Obsolete  Currency,  Financial  History,  and  Smart  Money. 
Editor.  An  Illustrated  Catalogue  of  Early  North  American  Advertising  Notes;  Past 
President  and  Board  Member,  Professional  Currency  Dealers  Association. 
Member:  PCDA.  ANA.  SPMC,  1BSS,  New'  England  Appraisers  Association. 

U.S.  and  World  Coins. 

NlRAT  LERTCHITVIKUL  has  been  dealing  in  U.S. 
and  World  coins  since  1976.  Area  of  specialties  include  U.S. 
and  World  coins.  Nirat  has  been  a contributor  to  many  world 
coin  catalogues,  and  has  authenticated  world  coins  for  third 
party  grading  services.  Founder  of  Scaclassic.com  website. 
Member:  ANA.  FUN,  NAT,  PCSG,  NGC,  GSNA,  CSNS 


U.S.  Coins  and  Medals. 

JAY  ERLICHMAN  Contributor  to  A Guide  Rook  of 
U.S.  Coins  and  A Guide  Rook  oj  Rritish  Coins.  Assembled  and 
managed  investment  portfolios  of  U.S.  coins.  Employed  by  the 
Federal  Trade  Commission  as  an  expert  witness  on  consumer 
fraud.  Member:  ANA,  PCGS,  NGC. 


Ancient  Coins  and  Medals. 

Thomas  Tesoriero  Proffesional  Numismatist 

for  38  years  in  New  York.  Ancient  Greek  and  Roman  coins, 
medieval,  world  gold  and  silver,  paper  money.  Long  time 
member  of  the  New  York  Numismatic  Society,  involved 
with  the  Membership  Committee.  Member:  ANA, 

ANS.  AINA,  FRNS. 


2 Rector  Street,  12th  Floor,  New  York,  NY  10006-1844 
tel:  2 1 2-943- 1880  toll  free:  800-622- 1 880  fax:  212-31 2-6370 

email:  info@smytheonline.com 
website:  smytheonline.com 


MUSEUM  of  AMERICAN 
FINANCIAL  HISTORY 

In  association  with  the  Smithsonian  Institution 
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28  Broadway,  at  Bowling  Green,  New  York  City 
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